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Summary
Minority Ownership of Sinall Bust-

nessesThirty Case Studies presents
the minority business student an ac-
count of the recent experiences of 30
minority individuals who started their
own business ventures. It reports the
events and circumstances as perceived
by the individual business persons and
others involved in managing, financing,

_or otherwise assisting-the-various
tures. It illustrates the particular prob-
lems confronting 30 minority members
who found business ownership and
management considerably different and
more difficult and uncertain than they
had expected or had been prepared to
confront.
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DISCRIMINATION PROHIBITEDTitle V( of the
Civil Rights Ac,t of 1964 states: "No persop in the
United States shall, on the ground of race, color,
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in, be denied the benefits of, or be subjected to
discrimination under any program or activity re. .
ceiving Federal financial assistance." Therefore,
any program or activity supported by the Federal
Manpower Development and Training Act, like every
program or activity receiving financial assistance
from the Department, of Health, Education, and
Welfare, must be operated in compliance with this
law.
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Foreword

It has been said that the best way to
loam to swim is to jump into a deep
pool'of water. Some people in fact do
learn to swim this way. Others have
been known to drown.

Siinilarly it has been said that experi-
ence is the best teacher. Therefore one
way to learn about business is to jump
right in. This may be true, but the price
paid for such a learning experience may
be very high.

Minority Ownership of Small Busl-

7 nessesThirty Case Studies offers
the adultininority business student an
alternative method of learning, by
presenting him with an account of the
recent experiences of 30 minority
individuals who started their own busi-
ness ventures. Learning from the ex-
periences of others will not guarantee
subsequent business success, but it
should reduce the risk that starting a
new business inevitably entails.

The 30 cases include a wide variety
of businesses in retail sales, various
areas 8f;the service trade, manufactur-
ing, and construction. Fifteen of these
busihess ventures have failed. Half
managed to survive for 2 to 3 years and
give indications through profits and
growth that they will be successful in
the long run. The names of individuals,
businesses, and cities haVe been
changed to protect the confidence of
the interviewees, but the pertinent in-
formation has not been altered.

The teaching staff may draw upon the
cases for recent, real-life business ex-
periences relating to the minority situ-
ation. In addition, the cases are suited
to the introduction'of "role playing" in
the classroom, with the students taking
the parts of the entrepreneurs, sup-
pliers, bankers, board members, etc.,
in a problem-solving approach. The
cases may also serve the purpose of
providing a resource for individual
study.

L1111111.11111104111.0w---

Regardless of the teaching method-
ology employed, this publication can
modify and augment existing adult busi-
ness education curriculums. It is not a
substitute for basic, technical business
education. Rather, it is valuable as a
means of replacing notions, conjecture,
or wishful thinking with facts about the
minority small-business experience.

Minority Ownership of Small Susi-
posses-401y Case Studies forms
the background for the material re-
sented in Minority Ownership of Small'
Businessesinstructional Handbook.
It is a companion volume to the
Handbook and may be used with it in
minority business education.

Both have been produced by the
Office of Education in cooperation with
the Department of Commerce, the
Department of Housing and Urban.
Development, and the Office of Eco-
nomic Opportunity.

v
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1. Lincoln Furniture Company, Inc.-

In October 1967, Bill Lincoln, 27, and his
brother Ralph, 23, decided to become retail dis-
tributors of-office furniture in Brighton, an Eastern
city of about 2 million population with a large
business, governmental, and institutional com-
munity. During the previous 5 months they had
been struggling with a geieral merchandise mail
order business. However, both were eager to. ex-
plore a new area of greater potential.

The brothers were born and raised in North
Carolina, where their father, who had a master's

"degree in business administration, taught in high
school. Bill Lincoln recalls that frOin the time he
was a boy, his father had taught him-to be "busi-
ness minded." For example, when he was 9 his.
father encouraged him to take a paper route. This
venture he recalls as impressing him with the
challenge of earning a dollar and the importance,
of such basic business skills as the efficient man-
agement of the accounts receivable. Even at this
early age he knew that one day he...wanted to go
into ,business .for himself. He regarded it as a
challenge that'had to be met. - -

To fulfill his busihess ambition, Bill majored
in business administration at an all Brack college,
and received his bachelor's degree in 1951.
Ralph alschbtained a bachelor's degree in busi-
ness administration. Later both were-to continue
their formal business education, after' starting
their own business, by doing postgraduate study
part time at as Brighton college.

Following' graduation from college, gill Lincoln
tried working for a variety of buSinesses, all of.
which failed to provide him with sufficient satis-
faction. For almost 3 years he managed a large
bowling alley which included facilities for late
evening dancing and socializing. He says this job
terminated when he was wrongly accused of sell-
ing beer il:egally, In 1964 he moved north to

O
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Brighton, where he accepted a job in sales for the
local marketing division of a large national menu-
facturer of household cleansing products. Al-
thgugh pleased, he later became dis-
couraged with his progress and prospects for
rapid advancem#nt.

In early 1967, Bill Lincoln-decided it was time.
to fulfill his ambition-of starting his own business.
His brother agreed to assist in the venture. They
explored alternatives together, and after several
months decided upon the mail order business. It-
seemed to be an uncomplicated business with low
initial capital requirements. Apparently, all that'
one needed to do as a diStributor for a wholesale
mail order company was to advertise, take orders;
and fill the orders through the company. With two
or three bookswith such topics as How To
Make a Million Dolleit in the Mall Order Busi-
ness--as guides, they opened for business. At
first Bill retained his job with the manufacturer,
but he quit in July to devote full time to his own
business.

Initial expenses were covered by the brothers'
small savings and a $1,000 loan from their father.'_
Not being able to afford office rent, the brothers
operated, out of their apartment. For the first
few months, their major effort consisted of locate
ing mail order companies for whom they might
serve as distributor, soliciting a distribu"rship 6 _

agreement, buying theitadvertising catalogs at
about 25 cents apiece, and them, distributing the
catalogs. After this they 'merely took orders and
filled them through the4appropriate wholesale
company. The major problem was that of obtain-
ing distributorships. The brothers dealt with this
by contacting, a considerable number of com-*
panies through lists provided in the "How To Do
It" books, and then by striving to put up a good
front when one of the companies responded



t
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favorably and suggested that they meet to discuss
a distributorship. In order to give the impression
of being an established+ company the brothers
would meet the distributor's representative in a
new rental car and take him to discuss the busi -'
ness deal in a nice office leased for $5 per hOur.

Customer orders trickled in at first, and then
picked up sufficiently to prompt the brothers after
5 months to lease a oneroom office in what was
primarily a small office koilding for physic4s
and dentists. They chose bat location mainly be-
cause the lent was low at $115 per month, and,
because there were friends nearby who would let
them use their photocopy machine. The office was

cated in what was considered a rough neighbor-
hood, but the -brpthersielt that would not

placebusiness. Sales were made at the customer's place
of business and not their own.

Sales grew slowly, and income barely covered
---. 'the brothers' modest busipess and living ex-

penses, which included such low budget items as
lunchin TV dinners heated in their office. Ain
atte m to b rrow $1,000 from a loci!l bank,
whei' for sev ralfyears the had had their check-
ing a d saving accounts, f led. Concluding no one
else would loan them mo ey either, they did not
apply to any other lendin institutions. They con-
sidered returning to full-time jobi and running
the mail order business on the side, but decided
against, it. Bill argued that, since they wercuti:.
married and had few financial responsibilities,
they should give theirebusiness their full effort for
as long as possible. He believed such an oppor-
tunity' might not arise again..

Decision To Enter the Office Furniture Busineis

In October 1967 Bill received a sample catalog
and _other information from a large manufacturer
of office furniture, and he was struck with the idea
that this might be a business worth exploring.

There were two aspects of the office furniture
business which appealed to Bill. First, he con-
cluded that since the Brighton area was primarily
one of officesgoveinmental, -institutional, and
business---the local demand forsoffice furniture
should be immense. Second, dealing in furniture
o ffered something he felt his business needed
very badly to relieve some of its cash problems:
namely, a large cash down payment at the. time
of sale.

The brothertere successful in obtaining a
distributorship. They also purchased 1,000 of the
company's cptalogsrThe brothers then joined the
National Offite Products Association, and in .re-
turn for their $35 annual dues received detailed
information on the industry, including a suggested
accounting sistep, statistics identifying trends,
and industryystandardt by which one could mea-

^sure his,busines.s' efficiency. Bill says that \the
information proved very valuable, and claims that
"it sated 2 years of experimenting." They also
took steps toward establishing a good credit rating
for the company so as to hasten the day when they
could borrow from banks or suppliers. They
acquired whatever credit cards they' could in the t

company's name, and requested that .Dun &
Bradstreet write a profile oh them. Bill advisei that
this first DB report did not say much, other that);
that the firm was new and had potential manager
rial strength. However, it did provide at least one
information source for.lAsiness contacts to check.

At home in North Carolina at Christmas, rthe
brothers discussed with their father whSt\theyi
had learned thus far about the office furOittird
businOs. They concluded it was an area in'vehich
they could succeed, and decided to give it t4r--
full effort in preference to the generpl mail order
basiness. Their father loaned them a second
$1,000 to assist with expenses.

The First Year

Batk in Brighton in January, the brothers
moved quickly. Following the advice of a friend,
they added another line of office furniture to the
medium-to-high quality Which they had concluded
was their best entree into the. industry., There
were several other office furniture distributors is
and about Brighton, but only one emphasized
budget furniture. This competifot was well estab-
lished and had a furniture showroom which al-
lowed the customer to inspect the furniture before
he bought. The two brothers could only sell from
catalogs. Nevertheless Mr. Lincoln felt that with a
strong sales effort }pis company could overcome
this disadvantage and develop a successful busi-
ness.
- Within a couple of weeks the company made

its first sale, $3,800 for furniture from the budget
line. The $700 down payment covered the com-
pany's January expenses, and confirmed Bill's be-

2
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lief that turningto a product involving a sub-
stantlal down payment would alleviate the cash
shortage, problem. Other sales followed, and in
February the company added four more lines of
furniture, stressing low-priced merchandise.

Meanwhile, the two brothers arrived at an effi-
cient division 'of the work load. Bill Lincoln was
president and the company's mayor salesman.
Ralph Lincoln, who had studied accounting in col-
lege, was executive vice president and bookkeeper.
The brothers hired a salesman, but he proved
ineffective in the "cold canvassing" door-to-door
selling approach the company had to employ. He
was later replaced bezause he could not adyarfce
beyond being merely an order taker. Bill Lincoln,
on the other hand, was able to draw on his earlier

. sales experience, and proved quite adept at selling
with a highly .personalized and direct approach.
Another employee added- at an early date on a

° part-time basis was Bob Gibson, a handyman who
showed the brothers how to assemble the furniture
once it arrived, and how to make, minor, epairs to
avoid:a delivery refusal. I June the company hired

..a young woman, a re t graduate with a bache-
lor's degree in bysiItess administration. Although
employe; as a 1secretary, she soon became an
effective office.manager.

rn August 1968, Ralph Lincoln had to report to
the Army to satisfy a 4year commitment he had
undertaken through the Reserve Officers' Train-
ing Corps while in college. Bill advises that the
fatalness suffered dim to his absence, but since-
the office administration and accounting systems
were already functioning smoothly it was possible

--- to train an assistant to competently handle.those
functions.-Meanwhile Ralph retained his 50 per -

'cant of the stock, and he remained in fairly close
contact-with the business.

. The first year of operation was highlighted by
Bill's strenuous selling effort, Ralph's organizing
of the office admipistration and bookkeeping sys-
tem, and their mutual planning for continued ex-
pansion.

e.
A second- attempt to obtain a loan from their

,babk failed. Bill initiateckloan negotiations with the
Small Business Administration but decided not to
make an application. He concluded that the time
and, effort required to obtain a loan could be better
used selling. The company added office supplies
as a new line in September. The addition gave/ Ni

them more products,tcrsell and. increased cont ct
and familiarity with customers, something i he
brothers believed would increase the sale of fOrni-
ture. Although they had no storage space, there, .

were suppliers, nearby who were willing to /ware-
house their inventory of office supplies. 1,

On September 30, 1968, the company); closed
its books on its first accounting year. Bilf recalls
that when they decided to ententhe,officeiturniture
distributing business he had erected sales to
reach only $50,000 in the first year. Instead the
business produced $105,000 in sales in its first
accounting year (not a full 12 months), and netted
$12,000 in profits. ,

g Subsequent Business Operation

3

Theltery of the company's operation since the
first year is primarily one o/-Ateatcy growth and
expansion, with difficulties' encountered but over-
come. In October 1968 Bill incorporated` his firm
as the Lincoln Furniture Company, to give it in-
creased fleiibility for obtaining additional financ-
ing for future expansion. For similar reasons he
decided to spin off his office supplies business into
a separate corporation so that now although the
businesses; althoug,',1 together under one roof, are
separate legal entities.

Marketing The business now, sells a wide
range -of office products, includingitfurniture, stip-
plies, typewriters, and -desk calculators. It _also
Offers interior design and space planning serincei.
While it has done a small amount of selling to-the
residential market, most of its customers,,have
been either businesses, institutions, or govern-.
mental agencies. Eighty - agent of sales by dollar
value %insist of office furikture, 15 percent of
supplies, awl Opercent of oDler. The business has
upgraded if line of office furniture, and new
sells higher quality merchandise. This ties re
quired it to compete with the numerous and
stronger companies that sell grade "B" furniture
or better. 'To a limited .degree the company has
also begun making sales beyond the Brighton
area, and Bill soon hopes to establish an office in
another city,

Bill Lincoln believes his products and service
are essentially equal to that of his competition,
and that his prices (100 percent markup on office -

furniture) and terms are about standard for the
industry. He thinks his business makes a better .
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sites effort thanAs competitors, and points toThis
sales training program (which includes sending
the salesmen to regte-r trade shows), the offering
of special discliunts to new cuitcfmers, arid the
free offer of pace planning with any furniture
purchase. The business still has only a Minimal
inventory "of/icittick turnoveri items, and therefore
still relies heaitily on selling from catalogs.1Bill has
advertisedifeiy little, primarq in the yellow pages
of the telephone book. 1

Financethe business 'now .has an, adminis-
trative staff of three to keep //up with the billing and
bookkeeping and a certified public accountant to
prepare quarterly financial statemerIts and the
annual fax returns. Recordkeeping has presented
no problems.

The, business ;buys its office supplies from four
firms and fUrniture from -atcrut 35. Bill pays
close attentioitg prices and terms and is alert to
take adventige-rif any cash or quantity discounts

Available. He makes a strong efforf to establish
Cise personal relationships with his suppliers in
order to get special terms or prices whenever
posiible. He is strongly intluencel by the manner
in which his suppliers treat him, and he directs
his sales force and bookkeeper to take that into'
account when they are pushing particular lines
or paying the firm's bills.

As the business ha , its fixed costs have
increased substantially, an now total about
$8,000 per month. Drestice y in need, of ware-
housing facilities of its own, t e business recently
moved into a combination w ehouse and office
building in an area heavily populated with whole.
salers and distributors. It was the first black firm
to locate in the area. Rent is $700 per month.
Salaries have risen as the number of employee's
has grown steadily to its current level of 13. After
operating 2 years without insurance coverage
something which Bill Lincoln now realizes was
very riskythe business,now has a complete in
suranceand bonding package, which includes a
$10000 "key man" life insurance policy on Bifl.
The total insurance and bonding cost is approxi-
mately 0,00b per yea . Thee business owns a truck

*and a delivery van, aid renfs,additicnal vehicles
'when needed.: 1,.

In late 1969 the Coimpany ran into a cash flow
p4oblem when the h avy .cost-of expansion hap
pened to poincide wi h a -very tight money period.

Many customers fell behind in their payments. As
a result the business was delayed in making its
own supplier payments, and suffered thequgh
about -5 months of a tight cash position. During
this difficult period-some suppliers proved under-
standing and others did not. After the problem
eased, Bill initiated a ,policy of favoritism toward
those suppliers who had stuck by him.

After this .period of difficulty in managing hii
cash flowppr. -Lincoln establis;ied revolving lin
of credit-totaling $80,00P at two Brighton bank
He wanted to be ,certain! he would not be, caught
short-ofl-cash again. When necessary he can now
borrow igainst these credit lines by pledging an
appropri to amount of his accounts receivable.
He also rrowed $2V00 from a third bank, and

'repaid e loan promp4ly to insure his geod`qedit
lstandi with it. Although he now is deemed' an
acceptable loan risk by the bank which tye;ce re-
fused him small loans, he prefers not to deal.
with it. He is very critical of Brighton's com-
mer ial banks for what he, believes is their:ap-
parent discrimination against black people,;

Personnel Bill Lincoln now has 12 employees,
including two office ,supply salesmen, two furni-
ture salesmen, two bookkeeperclerks, a reception-
issecretary, two truck drivers, a warehouse man-
ager, an office manager, and a sales vice. presi-
dent. Mr. Lincoln works about 78 hours per week
and draws a salary- of $13,000 per -year. Thy
sales vice president, who was hired away from a
major competitor, earns $10,000 per year plus
.commissions. He is also going to receive -stock
options, yet to be determined. The office manager,
receives $9,000 annually and the warehouse man-
age:, $7,500.

Mr. Lincoln reports that although the business
has experienced some employee turnover problems
and has occasional difficulties with absenteeism
and tardiness, he doesn't feel they have been ex-
cessive. Recruiting good truck drivers ,has aen
the biggest problem.

He believes strongly in providing his eipployees
with an opportunity for bettering themselves in
position and *sAlary His few experiences with ac-
ceptinge"hard coie", unemployed pelsons from':
social improvement 'Rirganizations have produced
bad results. He believes it is asking too much to
reqtest small businesses, which are already ,
struggling, to operate as socialeyielface organize.

4
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tions. He feels he must make his personnel de-
cisions on the same basis he makes his other busi-
ness decisions; i.e., "in accordance with what will
be most profitable."

An of the employees thus far have been black.
But Mr. Lincoln plans to add white salesmen in the
future, primarily because he feels they can help
with certain potential customers who are still
distrustful or suspicious of black businessmen.

4 1:

Bill Lincoln is quite pleased with his business'
progress. Sales for the year ending September 30,
1969, totaled $222,000; the following year,
$336,000. Net profits for 1969 were $28,000. For
1970 the business sustained a small loss of
$8,000 but he explains that this was due to heavy
expenditures related to moving and expanding
operations. For 171 he believes sales may _reach
$900,000, with profits at their highest level so far.

2. Vitcuform Manufacturing Company

Jan Campbell was born in a small town in
Virginia, and he graduated with a bachelor of
science degree from a Virginia college. When he
decided to go, into business for himself he was
36 years of age, married, and the father of two.

Was;eMpfoyed as a chemist for a large elec-
Iiidk. appliance manufacturer, . Electrite, at an
annual salary of 446,900. He had worked for
Electrite in Sumeiton, a northern. metropolitan

"d# ,area, for 15 yearsfollowjng his college graduation.
Mr

-; l had no love for small, businessCampbel.
ownership. He regarded it ,as a -task involving
more cork and headaches than the financial re-
ward. justified. As a boy. in high ,school he had
helped his uncle with a grocery store and a caba-

. ret. This experienceespecially the long hOurs
had soured him On Small businesses. He had

. decided when he completed college that he would
take a career job with .a mediUm or large size
company. He eventually chose Electrite and never-
regretted his selection. ; ''.. I

Quite happy,with his work; Mr, Campbell in 15
years never gave serious consideration to chang-
ing job's or professions.. He appreciated the regu-
lar,, predictable work - schedule,'' arid enjoyed the
evening and weekend hours' he couKSpend with
his family. He also was involved in Community
aCtlyities,Including-being-a:dtectorof a job train-

--7---Trig program sponsored-by a"black social Progress
group.

Oppertulift01;nocks

iril:8672Aroup of Sumerfon community and
usiriess leaders began disCUssing means of as-

sisting members of Sumerton's minority com
munity to become more involved in business
ownership. This group represented some of ,

Sumerton's largest corporations, including Elect-
rite. The group examined various business oppor-
tunities which might prove appropriate for minority
ownership. Arming the possibilities suggested was
a small manufacturing company to specialize in
the production, 9f vacuum-formed plastic items.

An economic feasibitityistudy by the civic group
determined that,;with an enterprising and quali-.
fieapanager, t ie propoted business venture could ,

earn a reasonable return. It was concluded that
with an initial capitalization of $100,000 the corn-,
pany could purchase the necessary $50,000 worth.
of equipment, rent space, hire personnel,' an'i have
sufficient funds to carry it through the estimated
17-month startup period needed to reach a profit-

_ able position. Sales and profits were estimated

4,1

as f011owiif%.,"

Sales and
Profits 1st year 2nd year 3n1 year 4th year 5tfl yes r

Sales

Profit Before'
Taxes
flocs) ,

Profit After
Tar

$12,000

(37,800)

(37,804)

$152,250

8,000

8,000

$213,000

41,700

38,500

$235,000

53,000

3'1,500

$258;000

. 64,200

38,200

('Low tam in 2nd and 3rd years due to loss carryover from 1st year.)

This estimate was considered reasonable in
view of ,the assurances from local manufacturing
companies, Particularly Electrite, that they would
guarantee such sales during the company's early
years. Their d'em'and for numerous small vacuum-

5 4 ,

13

O



formed parts was growing and they felt it would
be poss.ble to assist a new venture without penal-
izing any current suppliers. In fact, to a large
extent the business given to the new company

-could be taken_from_operations being performed
the companies themselves: These companies

also agreed that during the new company's startup
period they would be willing to be more tolerant of
production mistakes than they usually would be
with their regular suppliers.

The technical skill requirements for manufac-
turing vacuumformed thermo-plastic parts were

,such that the new company's personnel could be
trained by Electrite in 6 months. The basic manu-
facturing operation is fairly simple. It starts with
the cutting of a large sheet of plastic to a smaller
size, appropriate t4 the material requirement of
the part to be made. The plastic sheet is then
placed in a frame and heated in an oven to &point
where it is soft and malleable. The plastic is re-
-moved from theoven and pieced (still in its frame)
over a pattern of the object to be made. The frame
holding the plastic sheet seals off the area within
the pattern, end a vacuum is formed which draws
the plastic around the pattern. Once cooled, the

., plastic part is removed from the pattern, trimmed,
and ,smoothed. The part may then be drilled or
cemented, and Combined with other components
to obtain the desired end product. It- was antici:
pated that the new company would be set up for-
small orders of tip to about 1,000 pieces per job
lot. It would work with light to heavy gauges of
material and have the capability of making its own

..patterni and fixtures.
__In addition to thoroughly comprehending the

technical requirements, the manager would need
to be qualified to estimate and bid on potential
contracts. This would involve determining the ma-
terials, molds and fixtures required, the operations
to be performed, and the setup and run times.
Utilizing cost accounting proCedures the manager
Would then approximate direct costs and apply

---appropriate-oVelffeitrexpense rates to arrive at
accurate total cost estimations.

Finally, the manager selected would have to be
able to deal with other problems typical of a small

size and quality of the labor force, selling, main-
taining good customer and community relations,
purchasing, and so forth.

The Sumerton civic group began its search for a
qualified person from the minority community who
could_ meet the above requirements. They .hcFped
to find a man with-an undergraduate college de
gree in mechanical engineering, a master's degree
in business administration, and work experience
for a plastic manufacturing concern.

Business Formation

John Campbell learned of the proposed busi
ness when he saw a newspaper article about the
civic group's effort to locate a qualified manager.
He decided to look into it further. He approached
an acquaintance who was familiarwith the grOup's
plans, and learned of the commitment of the large
companies, headed by Electrite, to provide both-
training and assured sales for the new venture. He
also examined the feasibility study, and con-
cluded that with the training commitment he could
handle the job of managing the business.

Mr., Campbell realized that if he were selected.
he would be giving up a very comfortable situation
for an uncertain One. However, he concluded that
this represented an excellent opportunity. What '
more could one hope for, he asked himself, than
to have the city's leading corporations offer to
train you, assist you in finding the financing, and
then guarantee you a market? True, the commit-
ment was not to support the new venture forever,
but it seemed sufficient to allow the business to
get firmlY. established. Added to these considera-
tions was the thought that this venture would place
Mr. Campbell in a better position to aid and in-
fluence the local social progress movements with
which he was concerned. This capability would,
he felt, make him more a part of the community
and enable him to provide more7.jobs for unem-
ployed inner-city residents.

kiinaLciroumstance_which-tavored a-positive
decision resulted from the fact that Mr. Campbell
found himself on a plateau in his career at Elec-
trite. He had just completed 15 years of service
and_qualified for retirement benefits-which would
not have been his had he,left earlier. Finally, his
supervisor at Electrite advised him that should he
attempt the venture and find it unsatisfactory, he
would be welcome to return_to his old job.

businesssupervising the personnel, delegating
jobs to assure an efficient operation, administering
the bookkeeping and accounting functions, pur-
chasing materials and equipment, controlling the

6
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Mr. Campbell made an informal application and
the civic group accepted, concluding that he was a
good candidate for the p-dsition even though his
qualifications-Were not those they had pictured.

Tbe Vacuform Manufacturing Company was in-
corporated in April 1968, with an authorized

*capital of 5,000 Class A common stock shares and
15,000 Class B common stock shares, each hav-
ing a par valli-e---of-$1.00. Voting_priv_iles were
restricted to the Class A stock, held solely by Mr.
Campbell. The Class B stock was set aside for later
sale to employees of the company. .

In early May 1968, Vacuform made formal ap-
plication' for financing assistance to the Sumeiton
Community Development Corporation (SCDC), a
nonprofit economic_ development corporation
fortned by the civic group to help' minority group
individuals-aspiring-to bps-Mess ownet'alip. i the
application Mr. Campbell explained that the mini-
mum loan necessary was $89,000. He requested
that amount, proposing .repayment over' 5 years
beginning in April 1970. An additional standby
credit of $20,000 was requested as a "safety fee-

6 tor," because !lig cash flow projections indicated
that there could be times when urfexpected prob-
lems or a slowing of sales might put the company
in a difficult position.

With SCDC's assistance, a loan of $75,000 was
obtained -from Sumerton's First People's Bank,
with repayment scheduled at $1,060 per month,
including interest of 8 percent, for 8 years. SCDC
agreed to loin $20,000 at 6,1/2 percent, with re-
payment to be made only after the bank loan was
fully amortized. The Small Business Administra-
tion guaranteed 90 percent of the First People's
Bank loan, and in return received assignment of
a $75,000 insurance licy on Mr. Campbell's life,
a $25,000 guaran from SCDC, and a lien on all
of Vacuform's* machinery and equipment. The
SCDC loan w s unsecured. To these funds Mr.
Campbell added $5,000 of his own _savings for a_
total' initial capitalization of $100,000.

With Electrite's assistance, Mr. Campbell leased
space in a large industrial building located in a
light industrial area of Sumerton's- inner -city.
Machinery and equipment cost $52,000, and Mr.
Campbell spent $6,000 on the initial stock of ma-
terials. Remodeling' expenses totaled about
$4,000, and other expensei related' to startup
came to approxirfiately $3,000. The remaining

cash reserve-was $35,000.
Mr. Campbell's projections of sales and profits

were.somewhat more optimistic than those which
had been given,in the feasibility study. The study
had estimated that delivery of the plastic forming
machine would require 26 weeks, but Mr. Camp-
bell found he could obtain delivery in 15 weeks.
He also concluded that he could reach full pro-
duction faster and more efficiently than had been
projected, with- less-material waste and more effec-
tive use of manpower. Based on these chatiges-,--his_
projections for the first 5 years were as follows:

7

Projected Sales,
Costs, and
Profits 1st year 2nd year 3rd year , 4th year 5th year

Sales $39,750 $195,400 $246,240 $312.305 $396,065
Material and

191,140 242,400LsborCosta 34:354-119.344 148,101
Fixed Costs 32,597 50,450 56,756 60,291 67,761
Profit Before

Taxes
(loss) (27,201) 25,406 40,784 60,874 85,904

Profit After
Taxes
(loss) (27,201) 25,406 27,453 36,414 48,714

For the first full yea' of operation (2d year),
the fixed costs, of $50,450, were based on the
following: Campbell's salary$12;000 (maximum
allowed by loan agreements); clerk's salary
$6,-000; rent$4,500; utilities$7,960; insur-
ance$1,000; small tools and supplies$5,030;
depreciation$3,196; employee benefits
$5,160; and interest on loans$5,604. These
projected expenses varied only ,slightly for the
following years, with the net increasedue plc,
manly to increases in utilities, employee benefits,
and the cost of tools and suppliesoffset some-
what by the declining interest expense on the
loans:

Business Operation

se-

Mr: Campbell underwent 4 months-ef-technical
and administrative training at Electrite. His fore-
man spent '2 months in training3 Thereafter, Vacu-
formzstarted operations in September 1968. The
company_baeLfour_emplayees and one customer,
,Electrite. Soon two other large corporations, en-
couraged by Electrite and SCDC, became cus-
tomers.

Actually sales and profits exceeded the afore-
mentioned projections. In the first full year ofibusi-
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ness, Vacuform recorded sales of nearly $200,000
and profit after taxes of $22,000. In the second
year these figures reached $260,000 and $35,000,
respectively. Nearly all sales went to the three
majot customers, with Electrite by far the largest
buyer. Fixed expenses were essentially as had
been projected, but unexpected savings resulted
from a program allowing Federal tax savings for
businesses which locate in the inner city and hire
the "hard core" unemployed.

As business increased, Mr. Campbell took on
.'additional employees, primarily "hard core" un-
employed people provided through local assist-
ance- organizations. Mr. Campbell reports that in
the 2 years, he 1---acirr-business fie_had to
hire 50 new employees in order to find the 13 who
were sufficiently capable and dependable to re.
bin. Nevertheless, he does not regret his de
cisiqn to hire the "hard core," anchnotes that it
has meant an additional burden in terms of time
and money for training and supervision. He further
notes these problems have diminished since he

.adopted a policy of firmness with troublesome
employees. As an "additional incentive he Ors to
initiate- either an employee profit sharing or stock
option plan.

Vacuform now has a skilled and dependable
work force,none that can perform the technical job
,requirements satisfactorily, and also train new
employees. The company lacks adequate middle
management personnel, howeVer, and as a result
Mr. Campbell must spend nearly all of his time
supervising the work operations. This hinders any
expansion of operations by eliminatlog the possi
bility of a second work shift, and by denying Mr.
Campbell the time to develop new customers. It
alsO keeps him from participating in outside ac-

1. Downtown Beciuty Salon

tivifies. To his discouragement Mr. Campbell has
found it necessary to cut back significantly on the
time he formerly gave to his family and to social
and community interests.

Other problems connected with the business
have been minimal. Bookkeeping and cost ac-
counting are timeconsutninf, and Mr. Campbell
says he detests these tasks; but apparently the
system (taught by Electrite) provides him with all
necessary information. Inventory management is
sometimes troublesome due to a shortage of
space which prevents stocking in large quantities.

Plan for the Future

As soon, as Mr. Campbell can find relief from
his supervisory burden,_he intends to devote his
time to increasing Vacuform's list of customers
and products- The_ company-currently-is-an Elec-
trite "captive," with 70 percent of its sales still
going to that -one customer. The bulk of the re-
mainder go to the other two large sponsoring
corporations. Mr. Campbell realizes that ifNacu-
form is to be a truly viable entity, it must broaden
its base by finding other customers. He plans to
focus his attention on finding neW customers in
Sumerton, and then to look for others beyond the
city's borders. He has specifically ruled out gov-
ernment sponsored procurement prOgrams which
give preference to small businesses. He feels such
programs enable businesses to obtain contracts
"without being competitive," and he says he
doesn't want to get any, tad habits." For the
longer run he hopes to develop standardized pro-
ducts that can be sold nationwide to a wide range
of customers and to escape the market limitations)
of supplying items that only meet specialize()
needs.

In late 1966, Pat Jamison purchased the large
beauty salon business in which she had been work
ing as a supervisor for ,the past 6 years. At the
time she was 41 years old, divOrced, and the
mother of three. She had worked as a hairdresser
in various beauty shops since graduating from
high school.

8

Mrs. Jamison considered the purchase for about
a year before completing it. Her employer wanted
to sell,,and he encouraged her_ta_b_uyShe_kne
the business was doing well, and believed that the
owner wanted out because of his advancing age
and the fact that his wife had recently been
robbed when taking home the day's receipts. How-
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ever, she did not believe anyone would lend her
the rnoney required tolhFkelhe purchase. Finally
she decided to try to accomplish the purchase.

Mrs. Jamison went to a locartorganization that
)ad been'set up to assist people from the minority
community get into business. They advised her
that she would probably have no trouble qualifying
for a loan from the Small Business Administra-
tion (SBA). Thus encouraged, she decided to apply
for a loan. She advises that she decided to go
ahead primarily because she feltfit would enable
her to`better provide for her children's education.
She had been working 7 hours per day (7 a.m. to
9 am., and 7 p.m. to 12 p.m.) at the salon, an-
other 8 (10 a.m. to 6 p.m.) at a credit union, and
still found her income unsatisfactory. To insure
sufficient income for her family, Mrs. Jamison
rnten decLto continue her- work-at- the-credit union.
She had considerable experience in supervising
the salon, and-felt that the additional tasks in
volved-lh managing it 'would not be too burden-
some.

_Financing the Venture
?-

After receiving rejections on her loan applica.
tions from two commercial banks, Mrs. Jamison
applied directly to the Small Business Administra-
tion. The SBA approved a loan of $12,500 to be
repaid over a 10-year period, with interest at 5
Percent. As security the SBA accepted her per-
sonal guarantee, plus a mortgage on the salon's
equipment. She added $2,500 of her own savings
to the SBA loan, for a total initial capitalization
of $15,000.

Of thiS total, $8,000 went to Mrs. Jamison's
previous employer for the equipment, furnishings,
and good will of the businets. After investing
$1,500 in additional equipment, she had $5,500
in cash with which to start.

Mrs. Jamison renewed the lease on the building
space for 5 years at a rate 6f $426 per month.
OthermalorrnontffrratFiTtfi lays included utility
payments of about $150 and the loan payment of
$133. In addition the salon paid its hairdressers
by the hour, with the minimum set at $1.40 per

"4-%

11/2 million. It employed 26 black hairdressers
who operated 14 booths. The salon was open 6
days a week from 7 a.m. to midnight and special-
ized in good, quick service at .a price Jower than
other local beauty shops. The customers were
nearly all working black women, who came from
throughout the city and suburbs to the Downtown
Beauty Salon which was open when they needed it,
provided quick and courteous service, and offered
the lowest prices in town..

Shortly after opening, Mrs. Jamison decided to
improve

the
business and broaden its operations.

During the winter of 1966-67 she invested the
remaining cash from her initial capitalization in a
new floor. She says that although the new floor
wasn't really necessary, she wanted to improve
the salon's appearance. She also added an inven-
tory of women's cosmetic items for retail sale in
the store and 'started a wig salon on the same
premises. These improvements were costly,- and
Mrs. Jamison voluntarily abstained from draw-
ing a salary, choosing ihiteati; to-live-off_her
savings. She attempted to maintain her joti at the
credit union for a few weeks, but found that man-
aging the beauty salon was too demanding. Thus
for the first 10 months of the_business venture
she drew essentially no salary, and after that took
only $100 per month.

During the first 18 months the business per-
formed satisfactorily, add Mrs. Jamison estimates.
thatweekly sales were better than $2,000. Profits
were small, but adequate to continue the business
on about the same oasis as before her takeover.
However, she was experiencing managerial diffi-
culties, and they became more significant and
more obvioui after business started declining in

. early 1968.
In April 1'968, Bellvue experienced a serious

riot following the assassination of Dr. Martin
Luther King, Jr. Several blocks of stores within
predominantly black sections of the_city_we
looted and vandalized, and many shops were
burned. Mrs. Jamison's beauty salon was on the
border of 'the riot area and was unscarred,-but
the business in large part had thrived on the

--patronage-otwomen-who,"traveled-to-the sakiriby
bus or taxi. After the riot these women were afraid
to go into the area, especially-at-night. Mrs. Jami-
son attempted to deal with the situation by pur-
chasing a station wagon to provide door -to -door

Business Operation

The beauty salon was one of the largest in
Bellvue, an Eastern city with a population of about
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transportation. This proved impractical. Sales fell
drastically, reghiog only $44,000 during 1968 or
less than halfThe previous year's total. The salon
still managed to show a small profit and Mrs.
Jamison tried to hang on, hoping things would
improve. They didn't.

From the very start of her business venture,
Mrs. Jamison had serious problems with her book-
keeping and cash management. These problems
first became apparent after she had spent her
cash reserve on store improvements. Revenues
were frequently inadequate to cover expenses.
After the riot, when sales dropped to-about-one-
half their earlier level, the problem became seri-
ous. She started covering the monthly cash, short-
age from her personal savings, a practice she
continued_untiLaiew months before-closingTwhen
all of Iier approximate $10,000 in savings was
px12upted.

ger
ece Mrs. Jamison had not kept the books for

her previous employer,,she knew nothing of the
procedures one followed in managing the bilsi7
,ness' cash flow or how to interpret financial
statements dri-- the business' operation. She de-
cided to hire an accountant to psay the billi., -pre-
pare the payroll, provide for any, tax liabilities,
interpret her firiancial situation and responsibili-
ties, advise her on financial management, and the
like. In other words, she chose to put complete
faith in an outsider to keep her, finances in order. -"'
Looking back on that decision, she now realizes
it was a Mistake,.

As her first accountant and adviser, Mr# Jaml
son hired the same person who had 'been em'
ployed by the former, owner. He was paid $50 per
month to start, but this was increased to $85 and

.$100 after Mrs. Jamison{ requested that he take
on responsibilities additional to those he previ-
ously performed. The accountant proved unquali-
'eLto_direct_Mrs.Jamison!s-finaneial-dealings---

and after 1 year she asked a business services
firm to pro-vide her with an appropriate bookkeep-
ing 'system. The instruction was apparently of.
limited value,: however, and she soon sought as-
sistance from a third sourcea neighborhodd ac-
countant who agreed to take over all of the salon's
bookkeeping, including the weekly payroll and
daily posting. Although she paid him $60 per week
for his services, she eventually discovered that she

was getting very little for her money. The. salon's
books were in a continual mess, and the tax
authorities were sometimes forced to take action
to collect unpaid income taxes. On one occasion
the salon paid $400 in tax penalty fees. It wasn't
until the fall of 1969 that she. finally found an
accounting firm which, for $100 a month, was able
to straighten out the bookkeeping mess. By this
time, however, the business was on its deathbed.

Mrs. Jamisoh also had significant personnel
problems, including high employee turnover, ab-
senteeism, and tardiness. She had a difficult time
finding and keeping qualified hairdressers: On a
few occasions she utilized the services of local
agencies trying to place the so-called "hard core"
unemployed, but she found that the people re-

--TelTea generally had poor work habits. She tried to
lessen her problems with absenteeism-and tardi-
ness by building employee commitMent with a
profit sharing plan, but there weren't enough
profits to enable the plan to work. After the riot
the personnel problems got worse, as any of,the
employees shared their customers' fear f the area
and occasionally refused to come to work. At this
time she_ begalL to Jose some of her better oper-
ators. To make matters worse, when a-hairdresser
left to Work for someone else, or to start her own
small beauty shop, she usually took some of the
regulp customers with her.

Finally, Mrs. Jamison had difficulty with crime
andE insurance. After the, riot all of the salon's
insurance was _canceled, and the business re-
mained uninsured until a newly formed city place-
ment facility was able to help obtain a new policy,
although ,at increased rates. The new policy did
not cover robbery or the theft of certain items,
howg/er, and the business lost heavily from its wig
and other merchandise inventory ;during six
break-ins.

10

In the first 10 montli of 1969 the salons man-
aged to record sales of only $45,000, against
which it had expenses of nearly $51,000. The
b_usiness,already_behind -in its rent and Federal
tax payments, started missing its loan, payments.
Mrs. Jamison met with the SBA to discuss her
problems, but the meetings produced no solutions.
Eventually the SBA foreclosed and took posseision
Of the salon's equipment.
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4. Business Protection Corporation

In the summerof 1966, Howard Coleman, age
27, began a new job as a research laboratory as-
sistant at a major university in the Southern town
of Sutter. He had left a similar job,in Philadelphia
with the U.S. Public Health Service for what he
considered to be the bettar position at the uni
versity. His dissatisfaction with the new job was
almost immediate. He was disgusted with the
prospect of working for someone else and with
the career limitations that seemed-to be placed
upon him because of his race. His format educa-
tion was limited to2 years at a junior college plus
2 years in a medical technician's course. Unless
he were to pursue a professional degree leading to
independence, owning a bUsiness seemed to offer
the only means of achieving personal satisfaction
and a comfortable living. He believed that career
opportunities for the black man were limited un-
less he could be his own boss.

His education and employment experience led
Mr. Coleman to consider briefly the establishment
of a labotatory technician's school., He rejected
that type of venture becauieof the large invest-
ment required."'

Mr. Coleman was also interested in law enforce-
ment an_ d detective work. While in school in Phila-
delphiadelphia he-had-been a reserve policeman. Shortly
after arriving in Sutter, Mr. Colemaii-Fad been
asked to help establish a local office for a 'national
detective agency. However: the agency abandoned
the- venture before' it digs in -NW operation. After
the detective agency folded, Mr. Coleman decided
to attempt a related business on his own, one that
would draw upon, his experience' and interest in
police and investigative work. He settled upon the
concept of a business security and protection
service. ,

An independent security organization was a new
idea in Sutter. At that time, the security needs of
the Sutter businesses were being met either by
permanent employees of the firms requiring pro-

regdents for individual
events. Mr. Coleman realized that he would have
to create a demand for this new service in addi-
tion to overcoming problems arising from discrimi-
nation against black business.

Mr. Coleman asked the advice of several people
in the black and white communities. All save one
were discouraging. The reaction from local law
enforcement agencies was also negative. Only the
head of -the local black business school encour-
aged Mr. Coleman to go ahead despite the nega-
tive reaction in the community. Against thii back-
ground of little encouragement and no outside
financing, Howard Coleman decided to establish
the Business Protection Corporation.

The new company was to provide business firms
with guards, watchmen, and security equipment,
such as closed circuit TVinvestigative services,
upon -request-would-also-be -a-part-of-the opera -
tion. All services were to be sold through personal
contact. Mr. Coleman' intended to solicit business
from companies which required security ,serv-
ices at their warehouses, construction, sites, and
office buildings. He knew that the"vast majority
of the prospective purchasers of his service would
be white? as there were few black-owned com-
panies in Sutter. To survive and build a substantial
business, Mr. Coleman would have to convince
white businesses of the credibility of his organi-
zation.

In March 19,67, 9 Months after arriving in
Sutter, Mr. Coleinan quit his job at the university
and-opened Business Protection Corporation. At
tie time he had$1,800 in savingsrwhick_he was
willing_to put into the business. Since his wife was
employed, he knew that he could rely on her
salary to help cover household expenses for the
family of three. Although he had no assurances of
business at the time of opening, he was confident
that duripg the first year he would generate up to
$30,000 in sales and be able to draw a salary of
$5,000_tA-$6,000.-He-did-not-know-the-meanin
of profit in the business sense and therefore antic-
ipated none. He believed that in time his business
would expand throughout the State, and that
eventually he would establish franchised_opera-
tions in other partspf the country. ,

A Modest Beginning

Mr. Coleman moved into the downtown office of
a justice of the peace, renting desk space and use
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of a telephone fnr $12.50 a month. He felt that he
needed a downtown location in order to give the
business an imageL:of respectability, and, although
modest, the JP$ office satisfied that condition.
Mr. Coleman was Susiness Protection's sole em-
ployee, but. he4lld arrange to borrow the services
of the JP's secretary at a cost to Business Pro,
tection of 26 cents per letter. Within 30 days the
company had obtained its first contract with a
downtowii motor hotel. Mr. Coleman bought a
securitalard's uniform. .

Mr. 'Coleman received enough business within
the first 6 months through his personal contacts
and aggressive selling that he considered it eces-

:1 saryto find office space of his own. Accord, gly,
in September 1967, Business Protection reloc ted

.______orithe_second_floor of a twostory brick building
'in a lower income residential and commercial area.

The area's Opulation and trade were predomi-
nantly black. Vr. Coleman did not consider the
'possible' effects that his new location would have
on his business, but rather bowed to pressbre
within the bla k community to loCate in a black
.neighborhoofter being there a short time he

----decided that the locatton was not suitable for the
developenent of trade within the white business
community, and he_began searching for a location
that wptild invite buSsiiiessl ,,,, ----..---

One orthe criteria for a newlocation,was that
it be accessible' from the downtown and com-
rnerciat'areai, although not necessarily in the cen-
ter city. Secondly, Mr. Coleman wanted to be in
an area that was not deteriorating and where
substantial and reliable businesses were in opera-

--Von. Having -trade a mistake in relocating the first
time, fieWat more-aware._ of the realities facing
his business concern and accordingly examined
the effect that suggested locations might have on
business. ,

In his search Mr. Coleman found office space at
,,a arge sh-ciFOng center at the city limits!, about
4 miles from downtown Sutter. Mr.'Coleman con-
cluded that the location met his needs arid those
of his clientele. After checking with city authorities

concerningplans-for the area, he moved in during
April 1960. Although he had initiated operations,
in an office which cost him only $12.50 a month,
Mr. Coleman now felt that he had developed his
business to the point where he could justify paying
monthly rent of $350. The new location on a

breezeway at the shopping center consisted of a
reception room, a classroom, storage area, and
a large office.

Throughout the first year, Mr. Coleman hired
no permanent employees but rather operated with
part-time help, hired as needed. Sales during the
first year reached $25,000, only $5,000 short of
his "guess" of $30,000. The company, however,
was not operating at x profit.

During the second year, Business Protection
continued expanding, and sales were double those
of the first year. However, there was still no profit.

New Capital

In 1969, Mr. Coleman learned of financing
assistance programs of the Small Business Ad-
ministration through a local organization estab
lished to assist minority business ventures. Real-
izing that the rack of working capital limited possi-
bilities for expansion, Mr. Coleman, with the aid
of the assistance organization, applied to a local
black bank for an SBA guaranteed loan. In Novem-
ber of that year, Business Protection Corpoation
received a $14,000 loan from the bank. ltcarried
an interest rate of 6 percent and was to Pe repaid
over a 10year period. The SBA gave a 90 percent
repayment guarantee.

The loari permitted the firm to increase its -

operations, and "sales for the first 8 months of
1970 reached over $50,000. Mr. Coleman antici-

_pates $80,000 for the full year. He also projects
that The company will show a profit for the first
time. He recently increased his own salary to
$1,000 per month.

Business 0 rat ons*pe

___There_are currently 38 employees at Business .
Protection, 10 of whom arejulLtime.and perma
nent. The bulk of the uniformed security- force
works on a part -time br_hourly_basises_its_sermices-
are required. All uniformed employees are given
3 .hours Of clailroom instruction per Veek_for the
first 4 months. In a course developed by Mr. Cole-
man, they are taught public relations, laws of
arrest, first aid, firefighting, and weapons use.
Further instruction is achieved through the peri-
odic showing of police training films.

In January 1970, Mr. Coleman hired a whites
individual to be chief of his security force. The
chief supervises the men, conducts training, and
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does some client contact and public relations work.
The third in command is a lieutenant, also white,
who has been with Businb.3s Protection since early
1969. The lieutenant is responsible for on-the-job
training, installation of security surveillance equip-
ment, and the drafting.of work schedules. Except
for a secretary, the remaining employees are
'security guards.

Mr. Coleman believes that having a fully inte-
grated staff is a business necessity. Some clients
have requested that, the jobs be carried out only
by white guards and have conditioned their busi-
ness on that arrangement. Mr. Coleman tells the
story of one prejudiced but profitable customer

-who requested that a white guard 'be put on a
particular job. eNot having one available on-thatoccasidh, irColeman sent "a light-skinned
Negro." The customer was very satisfied with the
work done and asked that this particular guard be
sent for all future work. 'After several months
under that arrangement, the customer happened
tolneet his "white" security guard on the street:
The guard was with his family, and his' wife was
much darker. The customer called Mr. Coleman
the next day'to request that o ww guard be found.

The business has also been he subject of racial
,.. discrimination from certain prospective clients,

who have negotiated only up to the point that they
found out that the business was black owned.
However, despite incidents such as these, Mr.
Coleman believes that he has been able to en.
hance the reliability of black business in the pro-
tection services field.,

Mr. Coleman feels that his business has been
subjected to discrimination due to its smallness.
On a few occasions he has been thwarted from
receiving large contracts with the U.S. Govern,
ment because of the inability of Business Protec-
tion to obtain bids and performance bonds. The

__bonding- companies- have refused him because of
the small size of the operation, and because the
financial position of Business_Protection was not

-sufficiently strong. Since the contraciiki-Oriestion
--Auld-have-provided Mr. Coleman with sales that
immediately would have made Business Protection
a profitable,lienture, he contacted bonding com-
panies throughout the United States andln Canada
and England, HiS fforts were unsuccessful.

Insurance and pe oriel bonding requirements
for security guards hay- not caused equal diffi-

culty, although the cost$5,500 per yearcon-
stitutes '5'31-gnificant, fixed expense for Business
Protection. Mr. Coleman feels that he has ade-
quate coverage, which provides for bonding on
all employees, liability and false arrest protection,
fire and -theft, and auto insurance on the two
company cars. The only deficiency is the result of
his own inability to obtain "key man" insurance
due to his personal health problems.

Mr. Coleman says that it has been extremely
difficult to find qualified employees. Given the
price he can charge his clients-for _curity serv-
ices, he can afford to pay his employees only $1.75
per hour. The employee must'have a high school
education and be without a police record.- '-

To deal-with-the recordkeepinratfoiinting, and"-`
billing functions, Business Protect& has con-
tracted with a business services company. that pro-
vides accounting and tax services, and does all of
the billing and paying. The cost of the service is
4106 per month. Mr. Coleman feels that at this
point in his development;it constitutes a real bene-
fit in that it relieves him of work in an area in
which- he does not feel competent, and it frees
him to develop new business.

Mr. Coleman considers that the'lack of sufficient_
working,. Capital is hie major weakness, and he
intends to attack this thrOugh both cost reduction
and sales improvement. He_bas encountered cliff!
culty keeping current with the U.S. Internal Rev-
enue Service in the forwarding of taxes withheld
from payroll. He js currently two quarters in - '-
rears, and considers"this critical. He hopes soon
to find a business manager who can help reduce
costs and give proper direction to the operation.

Mr. Coleman is optimistic about the future. He
feels that he has proved to the community that he
offers highquality service. He believes he is at the.
point- now where-aecpptance-from tne-baraffefraf
the business community mill come 'quickly. Sales
should then increase accordingly.

_IVILSoleman is far from satisfying his origipal
goals, but heifow has knowledge of businilss
operations and understands the practicalities. of
the niarket place. He says that' he wishes he could
have had training in business administration)at
the college level before starting -his venture. Al-
the gh he has had to learn the hard way, it ;"0p-
pears that he has learned well.
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5. Butler Studio of Photography

Jerome Butler recalls that was as a highv.:-
school student that he first concludel there were
no significant opportunities for black people in the
job market. As he grew older his commitment to
this idea grew stronger. Facing the job market
with only a -h-rghichool diploma, he felt certain
he would never move any further up the job ladder
than semiskilled employment, and thus his earn-
ing potential was low. Determined to avoid this
barrier, he concluded that one day he would start
his owntdsineSs.

--1n-1-963-he-left his hometown of Marshall and
headed for Hartford, where he found employment
with a local university's school of medicine as a
lab assistant and anima! caretaker. He detested
this job.

During this period Mr. butler became intensely
interested in photography. He complete'd a 1year
night school course* in photography at a )ocal
institute and considered the possibility of starting
his own studio.

Aware of his lack of knowledge about managing
a studio, Mr. Butler decided it advisable to take
a training offer of a white acquaintance, Ben Feld7
man, who was the successful owner/manager of a

__studio in Hartford. Mr. Feldman 'volunteered to
hire him as an apprentice, and teach him both the
technical and administrative aspects of the busi-
ness. Mr. Butler felt he was on his way.

A Setback and a New Start

The training_period started well enough, as Mr.
Feldman did his best to acquaint his apprentice
with the realities of operating a studio. Jerome

=assisted -with-the_
0
picturetaking, developing, and

enlarging, and closely observed his employer's
handling of customers. T12eir relationship was a
good oneButler was an eager student, and
Feldman a willing teacher.

The training -period proved short-lived. Within
a matter of weeks, employer and apprentice were
reminded of the realities of racial discrimination.
The studio's bainess started falling off"That,
black man isn't taking pictures at my daughter's
wedding!" The apprenticeship training uhfortu
nately ended prematurely.

./

Although-discouraged by this setback, Mr. But-
ler realized it need not mean the end of his
photography career. Concluding that there was
a lesson to be learned from his experience) he
decided to-seek a location where a black photog
rapher would be more welcome.

After 4 months of poking, Mr. Butler accepted
a position with alrack-owned studio in his home
town of Marshall (population approidmately
250,000). The studio drew its customers from the
local black_ population, and especially from pre-
dominantly black high schools and colleges. His
new job was primarily that of a photographer who
went to the schools taking gradiiation and year-
book portraits. He also photographed a few wed-
ding's. OthLr a 'ects of the- business, such as.
photo processil,_. sales development, and general
administration,.were left to others.

Decision To Enter Business

Jerorne Butler had .graduated from the photog-
raphy class at the institute in Hartford with a
strong feeling that photography was something of
an art form. He felt the photographer should be
able to express himself by varying the techniques
experimenting, and striving to capture a new
perspective and effect which would identify his.
particular product as something unique and
superior. Further, during his brier apprenticeship.
under Mr. Feldman, he had been exposed to the
world of business administration and individual
initiative and responsibility, and he had found it
much to his liking. Unfortunately, however, his
new job did not provide him the opportunity to
put into effect the techniques of photography that
he had learned at the institute, nor to make any
of the business decisions he had seen Mr. Feldman
make. Instead he spent nearly all of his working
time simply snapping portrait shots on a camera
which he wasn't free to manipulate"even the
F-stop was taped secure!"

Mr. Butler had another concern at the time:
wife was expecting their first ch;ld. This caused
him. to decide' that it was time to start his own
studio. .

Mr. Butler believed that opening a photographic
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studio with satisfactory furnishings and equip-.
ment would require about $10,000. He had no
cash of his own, but had photographic'equipment
valued at about .$4,500. Thus he needed about
$5,500 for additional equipment and furnishings.

Because his personal financial dealings up to
this time had been rather simple and limited in
scope, Mr. Butler was not aware of the type of
information he should have available when -ap-
proaching a financial institution with a loan re-
quest. Neither was he knowledgeable as to the
sort of cgonsideratioq a lending institution would
have iriassessing wliat4r his business proposi-
tion was bankable. He wither unacquainted

swith anyone. in Marshall who was willing to assist
him- wIth--a &ice-on-this- subjector he those not

to seek help. He was unaware that there were.
t- organizations which had been set up to provide the

sort of assistance he needed.
Unprepared though he was, Jerome Butler ap-

proached a local blackowned bank and requested
a $5500 loan to finance his intended business
venture. The meeting was short and its message'

ft, clear. If Mr. Butler wanted a loan he would have
to provide either satisfactory collateral or a suit-
able cosigner to endorse his note. Neither alterna-
tive seemed within the realm of possibility. Con-
cluding that this was likely to be the answer he
would receive everyv,here, he decided it was im-
posiible to obtain a bank loan. ,

Discouraged, he turned to persc friends and
relatives to seek financing. Noluch.

As a last resort he returned to H'artford to a
bank where he had earlier established an accept-
able credit rating by satisfactorily repaying a small
personal loan. The bank approved a signature loan
of $500 repayable in 12 monthly installments.

Business Startup and Expectations

In April 1968,-Jerome Butler, age 24, opened
hiS studio in two rooms over a friedchicken carry-
out. The Building was in a predominantly black
neighborhood in Marshall. Mr. Butler had learned
of he availability of the space while eating lunch
i the carryout. Nearby was a second food carry-
ut, two barbershops, a launderette, a small busi-
ess school, and a large grocery store. The rent

for the tworoom studio was $45 per month, a
modest amount for mociot accommodations.

Mr. Butler khew he was starting his business on

a shoestring. He spent the $500 borrowed from
the Hartford bank on essential equipment and
supplies. This left nothing for furniture and fix-
tures, and nothing.for a reserve to carry the busi-
ness until it could develop to the point where its
income could provide for the studio's needs.

With his further cash requirements 'great and
with no savings of his own, Mr. Butler felt he
shouldn't risk trying to live off his studio income
alone. Although displeased with his current job,
he decided to continue working there on a full-
time basis. He planned to work evenings and week-
ends in his own studio, until he could afford to give
it all of his time.

Mr. Butler expected only a reodest retum_dur-
ing his first year in businessa He anticipated sales
of about $6,000, and profits to himself, including,
salary, of abotit $1,500 to $2,000. However, with
time he felt word of his good work and person-
alized style would spread, and business would
grow. He believed it would take about 3 years to
build up his business sufficiently to permit him
to quit his regular jot:* Then ;le planned to build
his own studio, hire a small staff, and perhaps ex-
pand into advertising. In the meantime he ex-
pected to work at his studio about 40 hours per
week, primarily photographing weddings in the
black community.

The Business Fails

'Mr. Butler advertised his opening Willi spot com-,
mercials on a popular radio station, with

ads directed at the black community, and
with advertising "flyers" in the predominantly
black commercial and residential areas. He had
wanted to advertise to a Much greater extent, but
did not have sufficient funds.

As expected, his customers came almost en-
tirely-from-the-blackrommunitscHe photographed
weddings and individual portraits. Although he
approached beauty and barber shops with the
proposition of doing advertising calendars for
them, no such business materialized. He con-
sidered competing with his employer for high
school ar.., college portrait business, but did not
-'make the attempt.

A

To finance his initial advertising campaign he
had had to drain off money from his regular
full-time jobmoney which normally would have
gone for household expenses. Since he was never
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again -able to afford advertising, his busineE",
henceforth came solely from referrals and listing
in the local telephone directory. The telephone
book listing provided only a limited draw, how-
ever, and there were aspects of his business that
tended to restrict his capitalizing to any great
-extent on tferrals.

Although Mr. Butler was successful in estab-
lishing a good rapport with- his subjects during
the photographic sessions, and although his
photos were of high quality, the customers were
still discouraged with certain other aspect's of their
relationship with him. They apparently were very
upset by his slowness to deliver the pictures or-

____deredThey_were also_unimpresied with the sparse
and drab furnishings of the studio. and its 9)--''
'favorable- location directly above the chicken
carryout. Apparently the cooking odors from down-
stain.' frequently permeated the studio. He tells of
one woman who, while posing in her wedding
dress, sniffed the air disapprovingly' and huffed;
"Well, I certainly know what III smell like on my
wedding day!"

Mr. Butler's location and spartan furnishings
upset him terribly, and he desperately wished that
he could afford to move. In addition to its other
shortcomings his second floor location precluded
an, attractive display window which could have in-
creased his business.

Mr. Butler's lack -of pride in his studio con-
tributed to its eventual failure. Looking back on
his business yenture,_he_recalls_the story Of the
wedding dress and the smell of fried chicken with
obvious embarrassment and admits that this inci-
dent and others caused him to-hesitate in actively
seeking new customers, especially those who had

. wealth or social position. He also admits that the
_customere_complaints_about his slowness were
probably well taken, as he feels he did not.give
the buSiness the full-time attention_it needed.
Although he frequently put in 30 to 35 hours per
week at the studio, he said that this time was often
spent unproductively. He had a tendency to tinker
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with things of personal, interest rather than stick
to his studio work.

Another aspect of his approach to business
which he now realizes hurt him significantly was
his attempt to proceed without knowing the finan-
cial considerations of operating a studio. He tried
to use pricing guidelines provided in a nationally
distributed photographer's magazine, but he was
losing money on some of the work for which he
was commissioned. He found out too late that it is
standard practice in the business to print and de-
liver pictures, especially wedding pictures, only
after being fully paid. He had several bad experi-
ences in which he either processed pictures which
were never picked lip or, if picked up, were never
paid for. Finally, he had no bookkeeping system
which ould have allowed him to keep better track
of his expenses and billings.

In addition to all of his _other difficulties, Mr.
Butler found that his workas caising friction at
home. Working 70 to 75 hours per week at two
jobs left little time to spend with his family. The
strains caused by these problems upset him, and
put him in a poor frame of mind to deal with his
businesi problems. Similarly, the business prob-
lems put him in a poor frame of. mind to deal with
his problems at home.

In May 1969, Jerome Butler gave up his busi-
nessventure when he found that he simply-couldn't
pay his bills. For the 11 months that he operated
the studio, he estimates that he did approxi-
mately $4,000 in photographic business for which
he received payment for only $2,800. .

Although out of business now, Mr:Butler is
reasonably happy with a new job as a photographer
for a local college. He hasn't finished paying the
debts_left over front his unsuccessful venture,
which aren't particularly large since he had not
borrowed a substantial amount. He hopes that one
day he will again be able to go into busineis, and
he feels confident that he will Ken' benefit from
past mistakes.
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6:Sound Souvenirs, Incorporated

In 1966 at the age of 28, and after 10 years as
an Army electronics technician and instructor,
Raul Hazard returned to civilian life. His first
civilian job was as an epgineer's aide in the labora-
tory of a large national corporation in Stockdale,
an industrial city of 500,000 located in the North-
east. Two years later, Mr. Hagard founded Sound
Souvenirs, Incorporated, a specialty record com-
pany which he hoped would eventually become a
base for moving into the commercial recording
business. He began work on the first souvenir
record in August 1968. Less than_2 years later
Paul Hazard was out of-business and faced with
personaLbankruptcy--

Birth of an Idea

After finisning high school, Mr. Hazard joined
the Army where he was assigned to an electronics
school. After 5 years as a technician he was classi-
fied as an electronids instructor and assigned to
the Army's Mort Paix in Louisiana. His experience
at this training post impressed him with the
trainees' need foynitekns whereby they could
communicate their school experiences to family
and friends. This idea later became the basis for
Mr. Hazard's unsuccessful venture.

During his military service, Mr. Hazard had
decided that there were better opporunities out-
side of the Army. Because he did not have a uni-
versity degree (although he had managed to take
several reillegelevel courses while in the Army),
Mr. Hazdrd believed selfemployment to be the
most promising and profitable path to pursue. He
considered that he was "as smart as the next guy"
and accordingly decided to "seek his fortune" in. _
the business world. ,, .

During the 2 years With the large corporation,
hiss detire to find a 'suitable business opportunity
increased. In early 1968; he believed he was ready
to start moving in the direction of establishing
his own business.

Mt. Haiard had a longstanding interest in cam-
., mercial recording and music publishing. Indpired

by the growth of national record companies which
had started as small ventures, he decided to com-
bine his interest in the field, his knowledge of

..1.11.

electronics, acid his.understaalling of the needs of
servicemen in special training, for the purpode of
establishing a profitable business. His d6cision to
Filter business was essentially a personal one.
None of his family had been involved in the man-

' agement of a business except his brother who
was an architect engaged in contract construc-
tion. He did not seek advice from others as to the
opportunities or problems of business in general
or in the line that he had.selected. He relied wholly
upon what he believed to be a good idea.

_Theidea

His initial plan was to produce souvenir records-
of the typical sounds of Army training installations
and sell them to the trainees. The records would
include music by the post band, a speech by the
commanding officer, and random soundsthat were
descriptive of the post's activities. In addition to
the records, he would produce a book of photo -'
graphs showing life on the post. Later he intended .

to produce similar items for the other branches
of the service. He envisioned that after the military
market was, established, his company would ex-.
pand and provide souvenir records for high school
students, and then for family and other social
gatherings. He further contemplated that when
the specialty record business was firmly underway,
the scope of the operation would be expanded to
includeThe production of commercial recordings,
of known and aeveloping artists. His long-range
goal wasito develop i publicly held corporation
with nationwide franchises.

Mr. Hazard had no contracts or assurances of
sales but we's confident that there would be a
ready market for the souvenir record. After, ll, he
was familiar with the trainees and their tastes. The
sale of the souvenir record and hotograph album
was. to be made directly to t post exchanges
(PX's) on training. nstallations. he PX's would in
turn sell the records at retail to t servicemen on
the post. Sound Souvenirs would buy back any
records not sold within a "reasonable time."
Although Mr. Hazard was to sell in bulk to the
PX's, advertising necessary to reach the individual
trainee would be the, responsibility of Sound
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Souvenirs. Mr. Hazard' planned to advertise
through the radio and newspaper media

In February 1968, Mr. Hazard began the
process of obtaining approval from the Army to
visit five training posts for the purpose of record-
ing the sounds that would be used in production
of the souvenir records. To. that end, he secured
the help of a retired colonel who, in the spring of
-1968, made the necessary contacts for authorizing
the recording schedule and approving the record

/prior to release for sale.

A Quick Search for Funds -

pr. Hazard continued in his position as an
engineer's aide until midsummer 1968, when the'

. necessary approvals actually came through. The
Army approved a schedule for the five. installations,
with. the initial recording to begin in 'August. At
this point, however, Mr. Hazrd had only tenta-
tively, attempted to obtain the required initial
financing. He had approached a local nonprofit
community development corporation, the Stock
dale Business Development Corporation (SBDC),
engaged in promoting minority-owned businesSes:.
Although SBDC was interested in his proposed
venture, it was not able to provide him with im-
mediate help in securing the financing. With time
pressing him, Mr. Hazard knew that he hadjo act
fast to meet the Army's approved schedule.

Paul Hazard was convinced that the idea was
so attractive 'that it would be relatively easy to
convince other people or institutions of the de-
sirability of investing. Although several private in
vestors were approached, they declined to provide
funds 'Until' the business proved its viability; Mr.
Haiard had $1,500 in savings and had 'been
promised $5,000 by a friend, an attorney, who in
urn was to receive an interest in the business.

'' Mr. Hazard wasn't sure of the total amount
needed. but knew it was rndoubtedly much more
than the $6,500 he har' raised. He decided to go
directly to a local ti:..,A with his proposal.

Mr., Hazard had made no projections of the
capital requirements of, nor the probable income
from, the venture. His financial daft consisted
only of a rough sales estimate of $310,000 for
the first year. Nevertheless, the bark. liked the
prOposal. It had recently initiated .a policy of co
operating with SBDC to help establish new

-,minority-owned, businesses. The bank had been
_

.

.

advised by SBDC that it intended to assist Mr. 7
Hazard as soon as its work load permitted. Pro-
ceeding on its own and prior to any formal action
by SBDC, the bank agreed to support.the venture.

Apparently uncertain of the best way to proceed
with their new polici of malang,."higher risk"
loans, the bank decided to advance the funds to
Mr. Hazard oh a piecemeal basis Up to the amount
needed to adequately eqtap- the venture. Each .1

loan so granted would be in the form of a derriand
note specifying no repaynient schedule., and would
be unsecured except for Mr. Hazard's signature /
and a lien on whatever equipment it financed.;
Once the venture was fully equipped, the bank
plarined to bring all the demand loans together
into one long-term loan, with specifics to be de-
termiried at that time. Also, the bank planned that
the final financing package would include SBDC
Participation and be guaranteed in part lay the
Small Business Administration. To start, the bank
loaned Mr. Hazard $23,500 on a demand note.

Mr. Hazard purcliased a 'cimping van from a
manufacturer in another State. At his request the
van was converted by the manufacturer into a
mobile recording studio that could also serve as
living quarterg for the crew while on location. Mr.
-Hazard paid $5,000 in cash for . the recording
equipmeht., and $5,000 a down payment on the
yap. The $20,000 balance owed on the van was
financed over 5 years through a bank located near

_
the manufacturer.'

Beginning Operations

Sound Souvenirs was incorporated in August
1968, and in the same month Mr. Hazard,and
three technicians that he had quickly= hired,
traveled a thousand miles to the first three Army
polts. They Spent the next 6 weeks recording,
photographing, and making preliminary arrange-
ments for the distribution and sale of the record
through the post exchanges. The remaining _so
posts on the original schedule were dropped, in
order to proceed immediately with the recordings
already in hand.

Upon his return to ''fockdale, Mr. Hazard began
to prepare master tapes for the production of the
three records. Most of the work was done in the
van which was parked next to Mr. Hazard's resi-
dence. Now, enthusiastically-engaged in produc:'
tion of the album, Mr. Hazard decided to limit
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Sound Souvenirs to the production and sale of the
records. He doubted that the book and photo-

. graphic souvenirs could sell at the price he would
he required to charge: During th9, fall of 1968,
Mr. Hazard returned to the. local itick which had
arranged the initial financing d increased his
btfrtrOwings from that institption to a total of
$40,000, all still'on demand:notes": ,

'.Expanding the Operation I \,
t"

a in- December 1968; Mr. Hard moved,his
ness into office space in- the inner city. With, the
financial assistance' of the rank readily available,
he became eager to jump into the commercial re-

,.cording businesS,on a large scale, and early in
.1969 he decide to add furthet equipment and

form his phy cal plant -into a coMplete re-
c ng studio. To h 1p with the expanding opera-
tions, r. Hazard hi ed hii brother Ralph (an
architect s executiv vice. president in ,charge
of administra n, with special responsibilities for
he technical,portion of the new studio

Vim. Convincing the bank'that the expansio and
the immediate entry into commercial recording
was a good investment, he -was able to further
increase his borrowings by $50,000, to a total of
$90,0003 ',

The records for the first Army installation were
'finally 'ready and put on the MArket in July
.1969. The actual pressing of the records was done.
,lay's firm 'in :blew York at 82 cents a copy. The

/Wholesale price of the record was $3.50, and the
R's were to sell the records at retail for $3.95

each. The record came in an attractive jacicet
which included photographs of the base and Was
entitled :'The Sounds of Fort Paix." Mr. Hazard
journeyed, ,to the base and was able to make small

1 - initial sales to all: of the exchanges. At the same
time Mr. Hazard arranged for extensive radio and.
neWspaperidvertising consisting of tegular full-
page ads and a few double,page ads in thepost's
newspaper. tie estimated that with Fort Paix ex-
periencing a' complete turnover of trainees three
times a year, sales would total about 2;000 albums.'"
per month.

Safes were very slow throughout the fall of
1969, and in an attempt to increase them Mr.

rd began to sell record mailers along witli'the
albulhs. He noted a slight increase in salesAever-
theleSs,.artuat'sales to the PX's for the 6 months

, - -

from July to December 1969, totaled only 1,000
alburni. Mr. Hazard assumes that all the 1,000
'records sold to the PX's were in turn .sold at re-
tail. He believes that one of the factors so.ntribut-
ing to low sales was that the PX's may hot have
been giving proper attention to the merchandising
of his records. However, his operation in Stock- .

dale was considerably removed friim the retail
point, in Louisiana, and 'he was unable to assure
himself- that his products were prominently
displayed.

The'records for the two remaining bases .in-
cluded in the initial recording tour were never
pressed, as.sales at the first base had not reached
a satisfactory-level.

Moretxpaniion

From July to December 1969, an- additional
$83,000 was obtained from the bank. Of that
amount, $24,000 was secured,by guarantees pro-
vided by SBDO. All loans continued to be in the
form of demand notes and bore interest ranging
,fro,rrt* 71/2 percent to 81/2 percent. The deinand
notes outstanding to_Sound Souvenirs now totaled,
$173,000. The final financing package was still
incomplete, and the SBA had not become a party.
It appears that loans in the last, half of 1969-were 4
made without the bank being aware of the status
of sales at Fort Paix, where the only record was
being marketed. a .

Mr. Hazard continued to place )nore and more
emphasis on the commercial recording serAcet.
that Soury Souvenirs was to offer. Locating suffi-
cient and' qualified technical personnel toiwork in
the studtdwas not-an easy task. He attempted to
fill certain positions with black personnel brit-
found none with ,the rewired training, end there-
fore was forced teemploy white technicians in -

thoSe positions. The problem wasfurther compli-
cated bebause Mr. Hazard felt his business could
not afford to pay wages high enougli.to attract,

experienced personnel. He, found that he had
accept people without experience, and cruise-,
quently he -spent a considdrable amount ofy time
training new emploYees.!

Mr. Hazard attempted,-without success, to ob-
tain contracts for the production of advertising
recordings. He considered trying to attract popular
singing artists to record at his studio, but had no
idea of the manner in which to proceed. In January
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i.970 he hired a black,consultant with experience
in the recording inchistry to provide advice and
direction. The consultant's principal concerns
were to lie the organization of the studio ancrits

, activities, as well as the development of contracts
with recording artists.

In February 1970 the bank advanced what was
, to be its final -loan, $10;000, guaranteed by SBDC.

It now had a total of $183,000 in 'loans outstand-
ing to Sound Souvenirs and concluded it was tirne
to review the situation.

By quettioning Mr. Hazard, the bank found that
since startup thecompany had achieved total sales
of only $4,300, and lhat the recording studio had
accounted for only $800 in revenue. The net loss
through February was $151,000.

After discusiing the situation at length with Mr.
. Hazard and with the- consultant, the bank con-

-chided that the venture had little hope of reaching
a profitable position with Mr. Hazard in charge. It
also concluded that Ralph Hazard, -upon whom
Paul Hazard relied heavily for advice, had been a

, detriment to the business. The bank advised Mr.
Hazard'that in order to retain its continued financ-
ing support he would need .to step down to vice

president, take qn the consultant as president, and;
dismiss his brother. There followed a hectic period
of a 'few weeks in which the parties debated the
issues-Which had precipitated the bank's action.
Meanwhile, the business sat idle and the bills fell

,into arrears as the bank was no longer providing
financing. In March the van was repossessed.

In May, ith Mr. H d -refusing to t its
conditions, the bank foreclosed. The loans, having
been made on a demand basis; were in default

-once ;the. bank. called for repayment. The bank
achieved possession of the equipment and arrived

; at an agreement with the consultant wherein it
suppgrted him in a new commercial recording
venture with the equipment from Sound Souvenirs.

As Mr. Hazard now looks back on his unsuc-
cessful venture, he sees ,two major factors which
he believes contributed significantly to Sound
Souvenirs' failure. First,. he points to the unusual
relationship between himself and the bank. He ,
realizes that their failure to communicate better
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had detrimental effects on the liusiness. In par-
ticular, he notes thit he was under the impression
plat he was operating essentially with an open line
of credit. Until the lime that it delivered its ulti-
matum, the bank had not indicated, what limit.
there was to its financial assistance. He feels that
had he been better aware of the bank's concerns',
at an earlier date, he might have been able to take
action to avoid the eventual foreclosure. He re-
grets now that in his dealings with the bank, he
was not more cooperative and forthright.

Second, Mr. Hazard says that he now recog-..

rums that he was not sufficiently "business
,minded." He feels that he made too, many ex-
penditures Which proved unnecessary. Further-
more, he feels that he. completely misjudged the
profit potential of the specialty record business-,
and that once he started the commercial recording
studio, he was not able to manage it satisfactorily.
However, after concluding that he needed man-
agerial assistance, he was unable to get detailed
advice that related to his specific problems. He
approached SBDC, but they were unable to help
him with anything other than financing assistance.
He asked that thepassist him with a market survey
to use as a 'basis for moving into commercial re-
cording, but they declined. The managerial assist-
_ance that they did supply was most often in tie
form of general advice given-to all of the minority
businesses in the city, and included such general
items as reminders of tax payment deadlines. Mr.
Hazard felt'such advice was too general and an
insult to his intelligence. Neither did 'his attempt
Wind managerial assistance from a paid consult-
ant work out well. Mr. Hazard believes that the
consultant plotted to take over the studio by
subverting the bank's confidence in him.

Mr. Hazard hopes he will again have a chance to
start his own business. He believes his experience
with Sound Souvenirs has taught him some valu-
able, albeit expensive, lessons about business
management and the borrower-lender relationship.
His immediate problem, however, is to .deat with
the personal bankruptcy for which he feels he
must file.
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7. Shoe City

Bud Jones was born in Georgia in 1939. At the
age of 10, after his father's death, Bud and his
mother moved to Gotham, a Northern city of about
3 million population. He graduated from a segre-
gated, high school in 1988 and shortly thereafter
went to work as a salesman in a Gotham shoe
store. The store was part of a chain owned by one
of the Nation's largest shoe retailers. Mr. Jones,
had had no previous contact with business and
was not at that time acquainted with anyone who
had.

After 3 years of experience as a salesman, Mr.
Jones was offered the opportunity to manage one
of the company's, stores in Cincinnati. The job
lasted for 9 months, and ended with Mr. Jones'
dismissal following a .misunderStanding over his
management of the inventory.

Following his, termination Mr. Jones returned
to Gotham and accepted a positioti as manager of
a local shoe store. However, his managerial posi-
tions had started him thinking about owning his
oweitore, and 3 years later he left to start his own
business. In August 1965, with a.loan from the
Small Business Administration ("I was one of the
first blacks in the area to get an SBA Joan.") he
opened a retail shoe store on Gotham's Madison
Boulevard, an inner-city ghetto area

Mr. Jones advises that' this shoe store was
moderately successful, even though he was com-
peting with -11 'white-ow,ned shoe stores in the
area. However, in April 1968, Mr. Jones' stdre,
plus nearly all the other retail businesses in that
area of Madison Boulevard, whether white- or
black-owned was looted and burned following the
assassination ofDr. Martin Luther King, Jr.

Decision To Try Again

Although covered by insurance, Mr. Jones was
discouraged by the loss of his store and uncertain
as to whether he should attempt to go into busi-
ness again. After giving brief consideration to a
sales position. with an insurance company, he
decided he had no real alternative but to return

'04 to the shoe business. This iwas the field in which
he felt he could best earn a living and provide for
his family of five. Furthermore, the national di-

alogue on racial' discrimination and the lack of
business opportunities for black people had im-
pressed him, and he felt it important to respond to
the challenge. He wanted to develop a successful
businessmaybe even the first black-owned retail
shoe chainand thus-be able to provide both jobs
and a good example for other members of the
black community.

Wary of the Madison Boulevard area, Mr. Jones
decided to start anew in the main downtown shop-
ping area. He reasoned that this would enable him
to draw customers from all over the city and
suburbs, and not just from the ghetto area where
he had been before. He obtained an option on the
rental of a suitable location and applied to the SBA
for a second loan.

Mr. Jones advises that be returned, reluctantly
to the Small Business Administration, for he was

, somewhat at odds with the SBA due to difficulties
related to the initial loan. Although specific details
of Mr. Jones' difficulties with the SBA are not
available, it appears that he was irked over the
time taken to process the previous loan, as well
as with the SBA's insistence that the insurance
proceeds from the loss of the last business go
to-the SBA as payment against its initial loan. Mr.
Jones, on the other hand, felt some of the insur
ance funds should be made available to him fol.
his use during_the difficult .time following the loss
of the store. He was convinced, however, that
there was nowhere else,a black man could obtain
financing.

Anticipating difficulties with the SBA, Mr. Jonis
sought aid from 3 local technical assistance group,
a nonprofit organization that assists minorities in
their small business endeavors. This organization
helped him to prepare the loan application and
then 'saw it through to approval by the SBA. The 6
application required several months to process,
however, and Mr. Jones feels that the SBA delayed
it unnecessarily. By the time the loan was ap-
proved, Mr. Jones had lost his option on the down-
town location that he had chosen for his new
venture.

After the loss of the downtown site, Mr. Jones
felt he had little alternative but to return to the
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Madison Boulevard area. However, before making
the final decision, he discussed the future of the
area with several area residents and merchants.
They convinced ,him that the disturbance did not
signal the start of a period of lawlessness or revo-
lution. With some misgivings he decided to re-
turn to a shop on Madison.

Preparing for a New Start

Although Mr. Jones believed it would take
approximately $65,000 to $70,000 to start his
new business, he was convinced that the, SBA
would not give him a direct loan of more than
$30,000. Accordingly, that was the amount he
requested and received. Terms on the loan in-
cluded a 10year ,repayment period and interest. 7

at the rate of 51/2 percent. As security, Mr. Jones
and his wife gave their personal guarantees, pills
a lien on all of the business' fixed asset's. After
paying $10,000 of the amount ,rece,ived back to
the SBA to satisfy the remainder Of his earlier
obligation, there was $20,000 left with which to
start the new, business.

The store that Mr. Jones chose for his second
venture had been a linen 'store before the dis-
turbance. He signed a 5-year lease for rent pay-
ments starting at $600 per month and increasing
to $850 per month by the fifth year. Unlike most
other stores in the area, the one Mr. Jones had
selected was repairable. The owner of,the building
contributed $2,500 for repairs. Mr. Jones himself,
spent $7,500, primarily on remodeling the front
to make it more secure. A brick wall and an iron
gate now assure that a night looter will not be able
to get beyond the Merchandise located in the
store's display windows. He also spent $4,000
remodeling and furnishing the store's interior.

With the remaining cash fronthe SBA loan, Mr.
Jones spent $6,000 as a down payment on a
$28,000 shoe inventory, and another $1,000 on
insurance, leviers' fees, and other miscellaneous
startup expenses. This left a beginning cash re-
serve of $1,500 which he reports proved inade-
quate. He also complains that his initial shoe in-
ventory was inadequate; he believes he should
have had twice that amount in order to offer his
customers a reasonable selection and thus en-
courage their return.

Mr. Jones also, had difficulty obtaining insur:
ante coverage. Following the heavy losses suffered
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during the 1968 disturbances,. the insurance com-
panies were not enthusiastic about providing new
coverage in the same area. Eventually, he was
successful in obtaining fire and comprehensive
coverage by utilizing the city government's insur-
ance placement facility which came into being in
late 1968. Neither -he nor other businessmen in
the area were successful in obtaining coverage for
window breakage or theft, unless the loss resulted
from riot. Mr. Jones felt compelled to protect his
business from burglary, robbery, and vandalism,
and therefore purchased firearms which are kept
behind the counter at all times.

He opened Shoe City in December 1968.

Business Operation

Mr. Jones knew that the vast majority of his
customers would come from Gotham's black com-
munity, and primarily from the residential area
near ,his store. He would have preferred to sell to
the whole community, but he realized that he
couldn't expect many white waik-in customers in
a retail store located in the center of an inner-city
ghetto, and especially an area that had recently
gone up in the smoke of a riot. In fact, Mr. Jones
is surprised that the few whites who have patro-
nized his store were willing to travel into the ghetto
for a pair of shoes.

Mr. Jones believes he understands the tastes of
his customers. The Gotham black community
definitely leans toward quality clothing, he says,
not necessarily the elegant, and expensive "name"
goods, but, medium- to high-priced goods which he
defined as "high style." This clothing is always at
the front of the new fashions. He says the young
black consumer will search through nearly all of
Gotham's "high style" shoe stores to find what
he wants. Finally, he believes the black customer
often prefers to buy from the white retailer rather
than the black, appareptly believing that "what
whitey has to sell is better."

Decorating his store in accordance with his
definition of the market, Mr. Jones created a soft
chair, brick, and thick carpet atmosphere. It seems
out of place in the Madison. Boulevard area where
the burned-out and boarded-pp stores outnumber
the operating ones. Inside the store are men's
and women's "high style" shoes representing the
latest in fashion footwear. "You're in the wrong
store if you're a man who has gone shopping for
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-a-pair-of-laceshoes.L'-

Since Shoe, City was one of the first retail stores
to open in the area after the riot, it was for a time
the only shoe ;store in the area. In this situation
Mr. _Jones broadened his line to include lower
priced shoes: However, once a second store
opened with its sights set for the lower price
market, he returned to stocking only "high style"
. `,oes, plus such accessories as jewelry, wallets,
and handbag's.

Mr. Jones' sales derive almost entirely from
purchases by walk-in customers. He advisethat
he does not know what portion of his business
comes from the spot radio commercials or news-
paper ads he buys in the local black news media.
He believes in the importance of advertising but
is uncertain what role it has played, or should
play, in his business.

Profits and Problems

Bud Jones advises that when he undertook his
business venture he expected sales of about
$150,000 and profits of $15,000 forthe first year.
Much to his surprise, actual sales were $250,000
in the first year, and 0o-fits $18,000.

Encouraged, Mr. Jones expanded his inventory
in anticipatiOn of an even better second year. Un-
fortunately, however, the country experienced an
economic downturn during the business' second
year, and unemployment rose significantly among
Mr. Jones' inner-city customers..When he was able
only to maintain sales at a let'rel equal to his first
year, he had an pverstocked inventory. Further,
because of the style of shoes he, carries, it was
particularly difficult to deal with the problem. He
felt he could not simply cut back on purchases of
additional inventory st9ck, for his customers had
come to expect him to carry the most recent shoe
styles. Thus Mr. Jones felt compelled to continue
adding shoes as new styles came out. Not to have
done so, he believes, would have meant risking his
store's "high style" reputation. "You've got to
have a wide selection," he claims.' "Every cus-
tomer should be able to see 10 pair of shoes in
his line of interest." In consequence, nearly 1 year
later, Mr. Jones still has an overstocked inventory.

With too much of his working capital tied up in
inventory, Mr. Jones is often caught short of
operating funds. Unwilling to delay employee sal-
aries or loan payments to the SBA, he has chosen

to_deatwith_the_problenthidelaying_his_p_ayLlts=
to his shoe suppliers. None of them has refused
him credit on his purchases as yet, but he &krises
that he must be careful not to stall any creditor too..
long lest he lose a source of shoes. Of course until
his cash position improves, Mr. Jones will be un-
able to take advantage of discounts offered for
paying his bills promptly.

Another problem is a consequence of the store's
location. Not long ago, two major credit card corn-,
panies in Gotham withdrew their service from all
retail establishments in the Madison Boulevard
riot area, claiming that the area is too vulnerable
to the fraudulent use of credit cards. The result
was an immediate drop_ in Mr. Johes' business,
since an estimated 10 percent of his sales were
made oil the cred;t system prOvided by those two
facilities. Mr. Jones believes that this loss, adverse
economic conditions,' and hign unemployment ex-
plain the failure' of second-year sales to exceed
those of the first:,

Mr. Jones has not experienced any significant,
difficulties due to criminal acts. The biggest loss
to date was the result of two broken windows not
covered by applicable insurance. There have been
some near misses. Once, a would-be burglar was
frightened away by a security alarmafter drilling
through the store's back wall. On another oc
casion Mr. Jones and two employees sat up for
two eights in the store, armed and prepared for
possible looting.

Finally, Mr. Jones is concerned over the future
r, of the Madison Boulevard area. After the disturb-

ances, plans for a general renewal of the area
came under discussion, and the urban renewal
authorities began to condemn and purchase cer-
tain buildings in the area in preparation for their
development activities. However, 11h years after
the riots the urban renewal plans are still not ,

definite. Half of the stores are still vacant, with
plywood doors and windows and smoke-stained
exteriors. The combination of an unfavorable ap-
pearance, few operating retail stores, and general
ununcertainty as to what the future,holds has con-
vinced Mr. Jones that he should put nb faith in the
area's commercial prospects.
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Success and Diss,atisfaction

In spite of the indicated problems, Shoe City is
a successful business venture. Mr. Jones decided



a.

near the end of the first year of business to estab- use new debt to finance this ex nsion and is cur-
lish a second shoe store another black corn-

iteercial and residential as across town. Mr.
Jones accomplished this without adding any new
debt, using instead the funds generated by sales.
The second store obtained a profitable position
in shoit order, and Mr. Jones is now preparing to
open a third store, this time in the main downtown
shopping area where he can better attract cue

,tomerspf all racial and ethnic backgrounds. With
a tight 'Cash position, hoWever, he will most likely

rently negotiating with the SBA.'
Although this growth record seems impressive,

Bud Jones is only moderately satisfied. He feels he
should have done better, and that his own failings
as a manager are holding things up. Furthermore,
he wonders whether what he considers to be
"limited success" is sufficient reward for the 72
hours per week that he works and the attendant
headaches which cause frequent strains on his
family life.

8. Computer Consultants,' Incorporated

Kenneth Smith says he has always been a
"young man in a hurry." He says that he has had
a compelling urge to succeed ever since he was a
boy, the first of nine in a family whose tailor-father
died when Kenneth was 8.

Mr. Smith put himself through college, and
graduated in 1960 with a B.S. degree in mathe-
matics and an ROTC commission as a second

"-lieutenant in the U.S. Army. He gave. brief con-
sideration to a military career but decided he

-:paii.ldn't stand, "the' Army's hypocrisy of non-
discrimination," He completed his active duty
service in miq1963 at the age of 24.

Once out of the Artny, Mr. Smith took a job with
a large aircraft corporation in Texas. However, -he
quickly concluded there was no opportunity for ad-
vancement to a supervisory position, becau%e
there were no 'black supervisors in the aircraft
corporation's Texas ope-ation. He quit after about
11/2 years.

In early 1965 Mr. Smith accepted a position,
with an engineering consulting company which
was contracted to do work at a U.S. Government
research institute in Hanford, a Northern city of
about 2 million population. In a short time the
company selected him to attend a special training
program, and promoted him .to a supervisory
position. Mr. Smith was pleased with his prog-
ress, but was still discouraged by what he believed
to be limited prospects. He begaii thinking of
starting his own business.

Decision To Enter Business

Mr., Smith discussed his business ambitions
with his work acquaintances, and together they
analyzed aj variety of possibilities. By mid:1967,
Mr. Smith was convinced he had hit upon a good
idea. His experience, at the institute had
acquainted him with the computer software work
for which the institute contracted with private re-
search and consulting companies. He was certain
that with a company of his own, he could per-c
form the same work satisfactorily. He quit his
supervisory position in April 1967, and went to
work with a small engineering company in a job
which would allow him more time to develop his
idea.

Mr. Smith's proposal to start a consulting com-
pany, attracted the interest and. support of five
other individuals, most of whom were working at
the Government research institute. Mr. Smith
agreed to take them on as minor partners, and
together they formulated a plan. Using the inside
experience of its founders, the new company
would bid low and pick off a sizable contract from
the institute. With this contract, and perhaps one
or two others similarly obtained, the pmpany
would have a substantial base of operations -for
the next 2 to 3 years. This would be ample time in
which to develop certain "proprietary packages"
to sell nationally. The "packages" would consist of
specialized computer programs to provide ac-
counting systems for physicians and dentists, and
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crone recording systems for law enforcement
agencies. Within 1 year the company would be
turning profits; and after 3 yiars itwould be a
multimillion dollar company with diversified inter-
ests in several technical areas in which its engi-

. neers had developed patented concepts. At that
point Mr. Smith would step up from company
president to chairman of the board, and begin
pursuing; Other interests such as politics and
writin g. Sr

From his contacts at the institute, Mr. Smith
received encouragement regarding the prospect
of obtaining a 3year $500,000 contract which
was soon to be awarded.. Based upon this ehcour-
agement, he decided that it was time to open his
business.

Financing the Venture

Armed with an investment prospectus, Mr.
Smith approached the SBAsponsored Service
Corps of Retired Executives (SCORE) for advice
ori starting his venture. He explained the com-
pany's longrange plans and outlined its financing
needs. Mr. Smith and his partners estimated that
the company needed $250,000 in order to assure
that it had adequate time to develop and sell the
"proprietarypackages"'which they considered the
key to business success.

Recalling his experience with SCORE, Mr..Smith
is quick to express his appreciation for the advice
concerning the technical aspects of starting a
business. However, he was not willing to accept
SCORE's suggestion that a _computer ,software
company could start with considerably less than
one quarter million dollars in 'initial financing.
SCORE recommended that the company reduce
the size of its initial capitfation and accept
more conservative plan of growth and diversifica-
tion. if the company would do this, SCORE would
assist in obtaining the financing and in setting up
the business. This was not acceptable to Mr. Smith
and his partners, and they declined SCORE's
assistance in favor.of that of a local investment
bank." .

The investment bank was interested in serving
as Mr. Smith's, underwriter for a public stock of-
fering. In 1968 the market for new issues of com-
puter software companies brcaght top dollar, and
"going public" held the key to the accumulation
of large amounts of money for many young glamor

eit

companies and their investment bankers. The
investment bank assured Mr. Smith there would
be no problem in- raisinr$250,000-fer th-e-ttm-
pany. However, Mr. Smifh would first have to find
an initial equity investment of $25,000 (10 per-
cent of the intended issue) and obtain one large
consulting contract.

Together with two of his partners, Mr. Smith
returned to Texas and successfully raised the
reqUired $25,000 among personal acquaintances.
Each investor was restricted to an investment of =
a few thousand dollars in order to limit his risk,
and to assure that effective control of the business
remained in Mr. Smith and his associates' hands.
In return for their promotional efforts, plus a token
investment, the founders retained approximately
50 percent of the stock, and received stock options
which would be of value should the company suc-
ceed. Mr. Smith felt he was oh the verge of seeing
his dream become reality..

Upon returning to Hanford, Mr. Smith called a
meeting of the investment banking firm, his at-
torney (recommended by the stockbroker) and
himself, to conclude arrangements for stock of-
fering. They met in the attorney's office, where Mr.
Smith's concept of the ease and benefits of "going
public" crumbled.

Mr: Smith recalls he was so nervous that he
couldn't sleep the night before thb.meeting. He
realized that the next day would see him discuss.
ing the, crucial question of taking his company
"Public" with two individuals much more knowl-
edgeable on that subject than he. He was uncertain
as to how these two peopleboth whitein-
tended to treat him. The attorney, whom he,had
not met, was to be his agent, but. t& Smith was ,
suspicious of the attorney's interest and loyalties.
In addition-, the stockbroker had been only a
casual acquaintance.

The next day brought surprise and disappoint-
ment. Immediate!' upon hearing the investment
bank's proposal, and before Mr. Smith could, sat,
word, the attorney "jumped up .from behind his
desk saying 'No, we'll never do that . . . I will not
be a part of it ... you are trying tolake advent-age
of these guys!' " Mr. Smith reports that he sat
for a half hour while the two argued as though he
weren't there. The next day he "received a letter
from the stockbroker saying they [the investment
bankers] could no longer assist us, that they had
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dissolved their relationship with us, and would no
'longer Serve as our financial m'anager.''

Mme Smith- advises- that -the- investment bank-had
proposed that it be given an initial 50,000 shares
in the compan;lii return for its efforts,in raising
the $250,000 and a nominal investment of 5 cents
per share. At the time there were only 98,000
shares outstanding, divided among Mr. Smith; the
other founders, and the Texas investors. The at:
torney apparently objected bOth to the investment
banking firm's fee and to the fact.that the Texas
investors had not been forewarned that their
interest in the company was to be diluted to the
extent of 50,000 shares retained by the invest
ment bank.

Mr. Smith was 'caught off guard by the whole
affair. He had not considered what to investment
banking firm's interest was likely to be, and ac-
cordingly was nol- aware that the other investors'
equity positiolf stood to be diluted drastically.
Taken by surprise he was unable to even attempt
to salvage some sort of compromise with the in-
vestment, bank.

Faced with the reality that there was to be no
quarter of a million dollars to support the grand
opening they had planned, the founder% conclUded
what in fact had been obvious all along. There was
no reason- why the operation should require an
initial $250,000. Thus without altering their initial
plan in any way, other than to cut the number
of employees from 17 to five, they decided to open
for business and strike out after the $500,000
contract. They felt that .once this contract was,
in hand tt-would draw additional investment funds
from innumerable sources. After paying the ex-
penses related to startup, the company jiad a
$21,000 cash reserve to carry it until it could be-
come self-sustaining.

Business Failure

.Computer Consultants bid on the $500,000
contract but lost it to an established competitor.
As Mr. Smith recalls the company's failure, he is
usually objective and philosophical. On certain
subjects .he become rather emotional, however,
and the loss of the$500,000 contract is one such
subject. That topic can be counted upon to bring
forth some of his most bitter comments, directed
at the established system of awarding government

c

contracts and at the firmly entrenched soft' are
companies which seem to him to be "above" the
_requirements. of competition. -

He believei his unsutcessful bid was the result
primarily of undue preference given to the estab-
lished consulting companies, plus an "anti-Smith"
bias on the part of the institute. He minimizes the
importante of other factors.

Without knowing exactly why Computer Con-
sultants lost its target contract, it is nevertheless
obvious that ,Mr. Smith Overvalued the advice of
his acquaintances, at the institute. It is also ap-
parent that he misjudged the degree of determina-
tion with which the established firms would meet
anyone challenging them for a $1/2 million con
tract. His business strategy was concise but very
Much oversimplifiedbid' lower than the competi-
tion. After losing the $500,000 contract he applied
this same strategy to several publicly announced
invitations to bid on specified contracts, but al-
ways without success.

- The few small contracts that dOmputer Con.
sultants did obtain, approximately $32,000 in 2
years, came from a market technique which Mr.'
Smith, had originally intended to shunthe,
submission of unsolicited prOposals. h this area
Computer Consultants did achieve some de-
gree of success, probably because it was able to
avoid, direct confrontation with its competitors,
who were either unaware of the potential business
or uninterested due to the small dollar value of
the contracts.

With the $25,000 original investment, plus the
$32,000 in revenues, Computer Consultants man-
aged to stay in business for 2 years. However,
even thOugh Mr. Smith regularly put in 60. to 70-
hour work weeks, no 'sizable consulting contracts.
were, ever obtained, and none of the so- called
''proprietary packages" proved marketable. Why
the company could not develop more business
through unsolicited proposals is uncertain, but it
appears that Computef Consultants lacked the
salesmanship required in an area which depends
heavily upon personal contact.

In the final analysis, Coniputer-Consultants, was.
dead long before Mr. Smith buried it, Mr. Smith
himself did not draw any salary for most of the
last year that the company was in existence. His
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family of seven subsisted on' the small teacher's to recognize or accept the realities o he situation
salary earned by his wife. A combination of in-

F kept Kim going long after the inevitabl ,.should
-lenie-pride -,-determinationTand-arrunwillingness have bi -apparent.

9. Woodward EmOloymemt

In 1958 Charles Benson completed -the -2-year
general business course offered by a local busi-
ness institute in Woodward, a city of about
400,000. For the next 2 years he was employed as
a 'personnel specialist by a large corporation. At
the end of that period, he had concluded that this
means-of making a livelihood was not for him
he waited a higher income anci'more personal
f-eedom. Accordingly, he decided to seek an op-
portunity in which he could be self-employed.

Mr. Benson left the corporation in 1960 to start
the Benson Appliance Store. The venture was ill-
fated, and

Benson_

struggling for close to 3 years,
the pressing economic requirements of his family
caused him to return to being an employee. Draw-
ing onshis previous experience, he found a job as a
personnel counselor with the State government's
employment service.

For 5 years Mr. Benson worked with three
organizations concerned with providing jobs for
the deprived and Miedy people of the Woodward
metropolitan area. This experience gave Mr. Ben-
son an understanding of the market for Unskilled
and semiskilled labor in the general area. .

Although his first venture had been a failure,
Mr. Benson's desire to be an entrepreneur never
'faltered. His most recent 5 years as an employee
convinced him more than ever that only in self-
employment was there a possibility of achieving
substantial financial reward. Once he had linen-
daily recovered from his first business venture,
he started searching for another business 'oppor-
tunity. .

At work Mr. Benson had met Roger Pearson,
who is white and seemed competent and knowl-
edgeable in employment placement. In conversa-
tions with him, Mr. Benson had discovered that
they both wished to be freeof the constraints of a
job, to run their own business, and to reap the
financial rewards of their efforts. He also found

Service

that he.and Mr. Pearson were compatible and
shared common views as to the commitment and
objectives required to make a new business go, .

Both were 35 years of age. Together they began
-exploring the means by which t;%e two of them might
launch a business venture which could capitalize
on their combined knowledge and experience.

Through their work experience& the partners
hat reached two general conclusions concerning
the local market for unskilled and semiskilled
help. First, there was a growing acceptance by
employers of the concept of hiring temporary help
as needed for specific jobs, instead of constantly
varying the size of the "permanent" work force.
Second, the employment agencies in Woodward
supplying temporary help were doing.an unsatis-
factory job isprDviding quality workers.

Therpartneri decided to test the demand for a '
new temporary help employment agency by asking;
the oponions of personal -friends in the top
management of some of Woodward's largest 'cor-
porations. The replies indicated that most of those
individuals believed that a new agency could
succeed. Already convinced of their ability to pro
vide higher quality help than the competition, this
was all the encouragernent the partners needed.
With contacts in high.placesliey felt certain they
could "steal the contracts" from their competition, a

which intluded the,Woodward offiCes of two na-
tional temporary employment agencies and a well-
established local agency.

Getting Started

The next Itep was to approach the WoOdward
Community plift Corporation (WCUC), a non-
profit economic development corporation recently
organized for the purpose of assisting minorities
to got into business. They prepared a proposal of
their intended, venture, and outlined the initial
investment requirement of .$50,000.
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WCUC agreed to assist the venture, and it pro-
vided guidance in the formulation of__a_more
sophisticated-propbtal iliaincluded 'actual pro-
jections of cash flow for the first 3 years. These
projections are summarized as follows:

Sala and Ilsellts Id mit 241 year 3ed year

Sales Revenue $160,000 8340,000 $379,000

Profit Been Taxes (loss) (32,800) 24.100 28,200

On the basis of the revised proposal, WCUC
sought financing on the partiiers' behalf from a
local bank which had already indicated a willing-
ness to participate in community efforts to pro-
Mote minority business. The bank agreed to lend
the new venture $46,000, to be repaid in install-
ments of $20,000 and $26,000- plus interest, at

\\the end of the second and third years of business.
.During the first year only interest payments were
required, with the rate set tolfluctuate from.71 /2
percent to 8I/2 percent depending upon -Move-

. menti-of the prime interest rate. Since the loan
was essentially a working capital to sustain the
firm until it 'obtained the profitable stance pro-,
jetted for the second year, there was no ecgrip-
ment of significance which could 'be offered as
Security. Equipment was limited to office furniture
and two vehicles for transporting the workers. The
bank settled for the personal guarantee of the
partners, supported by the` pledge of their per-
sonal assets and a life insurance .policy on each.
The' bank did not ask, for 8 guarantee from the
Small Business Administration and `did not request
that WCIJC itself give finariciarassistance.

With $2,000, from each of the principals, the
agencytad total initial financing of $50,000 which
was more Than the partners thought thei needed.
.However,4hey preferred to' haveihe "cushion."

Messrs. Benson and Pearson chose the location
of their office carefully. 'After consulting with
others ,familiar with the business of supplying
temporary help, they decided upon a site not far
from the center city on a main arterial highway.
They signeda 1-year lease for the three rooms at
$150 per month. The area it commercial by day,
and heavily Populated with transients by night.
Next door is the local unemployment insurance

office, and dearby are a State employment office
and a manpower %training center. Lo-, income
workers and unemployed transients lived in the
residential areas nearest the office location. This
population therefore would yield the labor force
of part-time employees needed by the new em-
ployment agency.

Total expenses related to opening were approxi-
mately $5,000, leaving cash on hand of $45,000.
They projected fixed expenses for the first year at
$44,800', consisting of the partners' 'salaries of
$13,000 each, a $9,000 dispatcher's salary,
$6,500 for-advertising, $1,800 for rent, $1,000
for insurance, and $500 for utilities.

The partners quit their regular jobs, and opened
their employment agency, the Woodward Employ-

/ ment Service, in November 1968. Desiring to get
off, to the best possible start, the partners had
purpb'sefully Waited for the summer's end and the
students' return to school, in order to open at a
period of peak demand for temporary help.

Early Difficulties

Once open, the-partners followed their strategy
of soliciting the businest of large local corpora-
tions. However, sales did not develop as they had
anticipated. Only a few of the large corporations
responded to the partners' Contention that'their
labor force of part-time .employees would prove/
more courteous, qualified, and responsible than-
that of the competitors. ThOse that already em-
ployed temporary help were not interested in
switching employment agencies. and the partners
could not convince companies not already using
temporary help that there Were sufficient benefits
to warrant beginn,ng 'he practice. _

It was obvious to Mr. Benson that 'he and his
partner had erred in their presumption that future
business was assured .by,, or wcld result from,
the casual conversations with those in the lop
management of the large corporations with whom
they had originally spoken. He further realized
hat they had talked with the Wrong people in

it attempt to get an accurate reading of the
as for future busineti. In large corporations

it is iddle management rather than top manage-
ment thakhires temporary or part-time employees,
and specifically it is the,responsibility of those in
the personnel offices. Furthermore, Mr. Benson
learned that th personnel department managers
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were most reluctant to switch to the Woodward
'Employment Service from one of the three com
peting agencies. Typically, through repeated con-
tact, the personnel manager and the head of one
of the agencies had developed a friendship which
eliminated any consideration of terminating the
established business relationship. In one case the
corporation's personnel manager was also a man-
ager of one of the competing agencicts.

Another of the partners' misjudgments cone
cerned their strategy for providing a high-quality
work force. BY improving their screening ,tech-
niques and paying a slightly higher wagethe cost
of which would be passed on to the customers
they had felt that they would be able to r, '1de
better help. As it turned out, that strategy,. n-
reatistic'. It took but a short time for the partners
to realize that their work force would not be
superior to that of the competition. To a large ex
tent it was the same work force. On any given
morning unemployed transients and residents
seeking temporary work would n. ke the roundi,
either in person or by phone, of all four agencies.
Needing work, they did not care who provided it.

A Competitive Response
o

Fac'ed with a situation quite different from the
one expected, the part9ers realized they weren't
going to "steal"- any business. They' would have
to scramble for it, and be aggressive and inventive.

Since only a few large corporations had agreed
to use their services, the partners approached
Woodward's smaller companies. Although many
turned then down, eventually their efforts showed
results. Many smaller companies that never
hired help on a temporary basis were persuaded,
of the economic benefits. For large Company with

sizable labor force the unpredictable short-term
upsurges in work demand can frequently be dealt
with by4hifting workers, and if it is occasionally
uneconomic, the end result is not very significant
given its sizable budget. The smaller company, on
the other hand,. finds it more difficult to adjust to
a shartterm work upsurge, and the 'savings to be
realized by'not carrying a permanent work force
large enough to handle emergency situations' can
be significant. Thus the concept of hiring tempo-
rary employees was appealing to this new market.

4 A secons1 benefit which "accrued to the partners
by seeking business from the smaller companies

was the reduction of the number Of direct com-
petitors. Two of the three original competilas
were local offices of national employment agencies,
and their sales efforts tended to be directed toward
large' industrial corporations which were fr.,-
fluently part, or pOtentially part. of a national
account. By thus approaching the smaller. com-
panies, Woodward Employment Servicelrequently
needed to compete with only one agency.

Since it turned out that thee service' Woodward
Employment .provided was essentially the same as
its competitors, Mr. Benson realized that one of
the, few ways to outpace the competition was
by being more prompt and efficient in satisfying
the customers' needs. Accordingly, the agency
attempts to stay fully informed of the .changing
labor needs of its customers arid, -when,,,possible,
to predict the need for extra help before the cus
tomers themselves have taken steps to deal with it.
Mr. Benson advises that one of the most effective
practices they have initiated is placing a daily
morning telephone call to customers, inquiring
whether they are going to need temporary help
that day. .

The firm also managed to find another source "ot
revenue by recognizing an opportunity to expand
its services and decrease unproductive time for
men and equipment. to assure that-its workers
arrived promptly at their place of temporary em-
ployment, the firm had: purchased five vehicles.
However, since most jobs lasted for the length of
a regular work day, the vehicles and drivers were
frequentlY idle most of the day. Capitalizing on
this, the partners started the Woodirard Delivery
Service in Januar/ 1970. First-year projections
indicated that the radio-dispatched ,service will
contribute approximately $25,000 in extra revenue.

Last, the partners have been both had work-
ing and imaginative in promoting their employ-
ment and 'delivery seectes. From the start the
main thrust of the marketing effort has been based
on aggressive,, personal contact by the partners,
who stress the necessity of going to the customers
instead,of waiting for them to come to you. The'
company later added radio advertising and re-
tained the services of a professional advertising
agency to develop direct, mail advertisements. An
example of an ,advertisement for the Woodward
belivery Service asks "Have you had any fast
pick-ups lately?" ,
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I,
Financial Results a

To date the firm has experienced no significant
problems in meeting its financial obligations, but
Mr'. Benson .anticipates that it may have to re
negotiate the' $20,000 bank loan payment due
thortlf: He explains that the neecrto negotiate is a
res.& of cash flow problem inherent in the nature
of the temporary employment agency business.
The agencY's workers are paid at the end of the
day, valile the companies employing them pay the
agency on the average of 30 to 40 days later. Thus
the Woodward Employment Service has a constant
accounts receivable investment equal to more than
a month's billings.

In addition to this cash flow problem, the part-
ners are also influenced by the same tendency

Sz .

toward caution wiiich toiginally prompted them to,
obtain a loan for an amount greater than they felt
was necessary. They still feel- they want some
"cushion;' in case serious cash difficulties arise.
They kend to propose a payment of $10,900 to
$15,000, instead of the $20,000 scheduled, and
believe the bank will assent to this request.

Although the firm has run into unanticipated
difficulties and a lagging economy has hurt em-
ployment generally, the company achieved- sales
of $101,900 the first full year in business, and
dcperienced a loss of $11,000, much lower than
the projected Ist-year loss of $32,800. For the
second-year indications are that sales will top
$200,000 ar,d generate profits of about $35,000.

10. Clark's 'National Service Station

Ed Clark was born ip 1940 in Foster, a Southern
city ,of 125,000.1Exaept for 5 years when, he
worked in New York he has spent his life in the
'city of his birth. He went to New York after gradu-
ating from thigh school'and 'Worked as a laboratory '

'assistant and later as a truck drivel. hi 1962, upon
'returning to Foster, Mr. Clark obtained employ-
ment assan attendant in a day care center.

Soon Mr. Clark began to feel the limitations
plited upon him because his formal education had

.ended with high-school, and he considered, taking
vocational or collegelevel courses. In 1966 he en-
rolled in an auto repair course at a local technical
institute. By 1967, through his job at the center
and social engagements, he was meeting Foster's
businessmen and made the type of contacts which
influenced him to attempt a business venture of
his own.

Mr. Clark had become interested in business
while a teenager. From ages 9 to 15 he haa worked
in a grocery store, and that experience awakened
an interest in starting his own business. In addi:
tion, his father was an auto mechanic and for a
short period had a repair shop of his own. After
the shop was forced to close, young Ed Clark was
left with the feeling that it might have been suc
cessful if ir had been better managed.

r

)During 1967 his interest in business grew. He
considered a nighfclub, but his interest was damP-
eried when he found that

..i

niglil Mtdlubs in e area
had very nigh rates of failure.

OpportuWty

During the time that Ed Cy rk was exploring the
nightclub and other business opportunities, he
haponed to notice a gas sthtiori being constructed

welltraveled arterial/ in a racially integrated
neighborhood of Foster. ,The new station was less
than a mile from the city center. Two blocks away
was a large shopping center with six other service
stations.

Having noticed the building, Mt. Clark ap-
proached the local jobber of the major oil cOm-

,

pany for whom the,building was being constructed.
He indicated his/interest in entering business for
himself, and, afier hearing the details of the opera-

'Von from the jobber, became convinced 'that this
was an opportunity worth following up. After sev-
eral interviews, Mr. Clark was accepted by the oil
company as a satisfactory candidate for the dealer-
ship. '

Mr.'Clark says that he decided to undertake the
venture primarily on the basis of his faith id the
oil company. He had 'heard that the company had
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a reptitatien for fair treatment of its dealers. Also,
the statiorai new and no repairs.or remodeling
would be required. '' -

Mr. Clark now recognizes that there are many
questions hat he should have asked and many
aspects of the business that he should have con
sidered p or to committing his time and effort.

, Nevertheless, at that time his desire to enter busi-
ness, regardless of the type, was intense, end he
was willing, to take the:riiy and accept the diffi-
culties that ttie. venture might mean forhimself

!. and hid family: His wife was working, and her in-
come , would cover the essential- household ex-
penses if the service station venture proved un-
successful.

Mr. Clark made an "uneducated" projection .of
gasoline sales for the first year. He expected to sell
55,000 gallons pemonth:This he thought would
permit him salary and profits of $11,000 to $12,000.
Although competition would be substantial, Mr.
Clark felt that being from the city and knowing
ika,y;of its people would be sufficient to make the
station a success. Heanticipated long hours and
a 7-day week, but he telt that a.succes4ill station
a d the possibility of leginning a second operation

as sufficient reward.
Mr:Clark had savings :that he considered would
sufficient, when coupled with the credit on

is initial stock of goods from the oil cOmpany,
to begin operation.

By early 1968 the arrangements with the oil
_company and jobber had teen finalized and Mr.
Clark Was sent to the dealer's school sponsored by
the company. The company agreed to provide
$6,500 in an initial inventory of petroleum prod-
ucts, tins, and batteries. ,Startup required an
additional $1,000 worth of tools and $2,100 in in-
ventory, items purchased from other suppliers.
After paying licensee fees and making security de-
posits for the utility 'services, Mr. Clark was left
with $20 in cash. At the time opened he was
net aware that Foster had an or "zation to aid
minority-owned businesses. He now says thatfilad
he known of the, organization he would have re-
questedfinalleal assistance.

Open for Business

/ On June 6, 1968, Ed Clark opened for business
in the newly completed service station. The event
was an important one 'for him, this. friends and

"1k

relatives. Mr. Clark had hired one full-time
mechanic, and he intended that both he and the
mechanic would work 18 hours a day, 7 days a
week. this situation, the help from numerous
friends and relatives who worked without pay was
of significant benefit to the fledgling operation:

Several months later, Mr. Clark's brother, John,
began work as a paid employee. John, having had
instruction in automobile mechaniA hig
school, quickly made himself a valuable asset to
the business. He was placed in charge of the re-
pair operation and became assistant manager in
charge of the station when Ed Cla ?k would take a
few hours off.

Finding qualified employees is generally diffi-
cult-1nd Mr. Clark feels that he frequently settles
for hero that is substandard, art' ularly with re-
spect to attitudes and onsibility/toward their

et work. Tardiness is a freq ent problem, as is the
failure to display essential courtesy to the cus-.

Business Operations

Although Mr. Clark's original estimate off, gaso-
line ,sales at 55,000 gallons per month was ex-
ceedingly optimistic, as he now recoinizes, sales
have been at a level sufficient to establish the busi-
ness as a profitable one. Actual monthly sales of
gasoline fluctuate between 21,000 and 23
gallons. The specialized accounting firm t Mr.'
Clark hired advises him that the all-important,
ratios between gasoline sales and the sale of other.
products and services. are exceptionally good at
Clark's National Serviee.Station. Largely due to
John Clark's attention and skill, the major and
minor repel? service offered by the station is a
-source of substantial sales. Repair prices are
somewhat higher than the amounts charged in
neighborhood stations, but Ed Clark feels that the
quality of work justifies the higher charge. Never-
theless, he attempts to keep prices under those of

,the center city repair operatiops.

Ed Clark reached an employment high of three
full-time and three part -time workers, but since
that time has cut personnel to the current level of
three full-time employees plus himself. He is con-
sidering making another reduction, either em-
ployees or in the number of work hours, to further
cut fixed costs to the level that his accounting
firm suggests.
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7 tomers. Oh a f _occasions Mr. Clark has resorted
to "raiding" other stations for new employees.

On three occasions since startup Mr. Clark has
I 'sought and received minor short.term financing.

In late 1968 he borrowed $1:100 for the purchase
. of a wrecker. Iril mid-1969 he obtained a $2,400

loan to porches? a truck for the station. At the
same time a separate $1,365 loan was obtained
for Conversian O the truck to the specifications
required by MK Clark's operation. He did not
require' help fro outside interests in order to
obtain these sma I loans.

Mr. Clark hai ome to recognize that his poor
bookkeeping pra ices constitute a principal source
of difficulty in hi operation. He has engaged can
accounting firm th t specializes in providing book-
keeping services t gas stations and has received
what he considers o be helpful operating analyses
and advice.. Nevert

.t
eless, the accounting firm has

been restricted in rts.ability to provide all of the
information afld ad ice that it might, because Mr.

;.Clark has failed to port salerand expenses with
the completeness that the accounting system re-

it Empire Beillroom
IP

In the fall of 1967 Harold Phillips was ap-
proached by,a -friend yi o was convinced that he
had .a money-making id a. His friend, Lawrence.
James, was a music temper and Ilia leader of a
band that played regularly for grotip dances in
Fremont, 'a large Eastern bity of 11/4 million with
a substantial minority popillation. Through his ex-
peIriance with the band, Mr James had come to,

Irecognize a large, unfilled emend in the black
'community for party and bal room facilities. Party
teoms were available at reasonable from
social fraternities but these were few and the
ficilities were small Social., groups and other
Organizations planning dances\ had to use the
facilities of Marge hotels and Vayframium rates.

- Mr. Janes conceived the idea of establishing a
moderately priced ballroom, an alternative solu-
tion with profitmaking potential. He had found a
vacant supermarket in Isis neighIorhood that

\ 3i

\

quires. Having recently realized that this informa-
tion is essential to the successful operaf Jr' of the
station, Mr. Clark intends to improve his recording
of sales and expense figures.

Although Mr. Clark has set no fixed salary for
himself. -he was able to draw $10,000 from the
busineirs during 1969. He anticipates that in 1970
this figure will be higher. Ed Clark contemplates
turning the business over to his brother John
within thenext few years so that he may attempt
other ventures. At present he is considering start
ing a charter.bus service. -

Mr. Clark believes that any new small business
venture will require long hogs and that the first
requirement for the aspiring businessman is that
he have an understanding family. His long hours
at the station have created certain family strains.
During' the first year he worked up to 18 hours a
day, 7 days a week. However, he feels the long
hours eTrworth the rewards of the business. For
Ed Clagsivthose rewards are not just financial, but
most importantly come from the satisfaction of
making a business go. .

6

would be a suitable structure. In !ate- 1967 he
proceeded with the next step of putting together a
group of Ge investors-rhimself, a doctor, a real
estate agent, an engineer, and Mr. Phillips who
was the only partner with experience and formal
training in business management.

Profile of Harold Phillips

kr. Phillips was born in sn east coast city in
1920. Three years later his family movr4 to Fre-
mont. He, majored in business education in high
school and in 1941 was drafted into the Army.

After leaving the' Army in 1945 he attended a
Philadelphia university for 2 Years,, majoring in
business administration. During the 'summer he
found employMent at a bank. At that time he was
one of a very few black people employed in bank-
ing. He had been rejected initially because of race,
but Intercession by a university official finally
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secured his placement, At the bahk
signed and reassigned to various positions in an
attetnpteto-utilize his skills. These changes were
designed to limit 'his direct contact With both cus-
tomers and \vhite employees. As Mr, Phillips now
recalls, "I didn't have anyone to talk to, so- I put
out more work than the others."

Mr. Phillips returned to Fremont in 1947 and
accepted a banking position as teller and assistant
auditor. In 195p he married. His wife was branch
sales manager for a home productS company. Two
years after his Marriage lie decided to leave bank-
mg because the pay was low, and, as he says, "1
couldn't live off the prestige.",

'Mr. Phillips then turned to selling school gradu-
ation rings, caps, and gowns in tristate area
of the South. He kept that joblor, 2 years, experi-
encing diicrimination and incomaniences. or
example,: denied lodging in motels and hotels near

. schools, he would have to drive several hours from
the closest 1:lackcperated motel and then compete
with,white.salesmen who were ireshfrom a night's
stay in a local motel. Mr. Phillips was not allowed
t9 sell at white schools. Nevertheless; his largest
ccimpe,titors were whites who were free to sell at
the black schools in his territory.

After 2 years. on that job, Mr. Phillips.switched
to selling cars for a k:remont agency. He did well
as one of the few black salesmen' in that business.

In 1957 and his wife were given tne
*distributorship km-the home products business in
which-she had been a branch sales manager. Mr.
Phil ips resigned from -the car selling position to

devote his full time and attention to the expanded
respohsibilities of the distributorship. That busi-
!less was successful and grew to the point where
there were over 100 salesmen.

, Mr. Phillips reduced his full-time participation
in the distributorship in 1964 to begin teaching
adult business, education courses. Mrs, Phillips
remained full time in the business.

In 1967, when 'Lawrence James presented the
idea of investing in a ballroom, Mr. Phillips was
willing to apply his business acumen and experi
ence to this new project.

Getting Started

The supermarket building that the five part-
ners chose as the ballroom site had been vacant

for 11/2 years because of alhigh incidence of crjme
in the area. The five investors contacted the super;
market chain to discuss a possible Sublease. Not
unexpectedly, the Chain was interested in this
arrangement. As a next step the group solicited
remodeling cost. estimates from several Fremont
contractors. The estimates- 'converting the
building `to a ballroom ranged from $19,000 to
$48,000. The low bid.was submitted by two black
-contractors who were acquaintances of the in-
yegtors., .

In the initial meetings among the investors, Mr.-
P dips stressed the importance of proceeding pro-
erly with the financineof the proposed venture.

During his long association with small business,
both as a participant and instructor, Mr.. Phillips
had concluded' that many new busineises,, espe-
clay minilrity ventures, were subjected to severe'
difficulties be,_3usa of reliance on initial financing
and; the heavy cash outlay required,,to pby the'
debt. He also felt that the borrower had seYerelyc
restricted his opportunities for subsequent finariC;1.
ing because the business' assets were already.-
pledged as security for 'the initial long-term loan.
This limited the entrepreneur's flexibility to deal
with expansion or periods of difficulty.

The partners concluded that they would rely
principally upon their own investments and calcu-
lated that the venture would require an initial
capitalization of 'p5,000. Each of, the five was
to put in an equal .shire of that amount. .Mr,
Phillips mortgaged his home to obtain' his $5,000
share.

The five then investigated requirements for -ob-
taining alice9se to operate i public hall. At this
point-they encountered two problems: First, they
were advised that even if the renting groups were
to bring their own liquor, the operation required'
a liquor license., Further, food would have to-be
served in order to obtain that- license. This re:
quired the partners to expand their concept to
include beverage and food preparation service,
They decided that their ballroom would provide
restaurant service during-weekday lunch hours.

The second problem appeared in the form 'of
opposition to the ballroonrgenerated by three civic
associations whose neighborhoods surrounded, the
commercial area in which the building was Iodated.
In part, the opposition arose from plans to pro.
mote use of the vacant building as the site Of a
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government-sponsored food market for the poor.
The partners attended a meeting of one of the
civic associations at which they attempted to calm
fears 0; the ballroom -would create crime and
parking rablems irt the area. They explained that
they Were not promoting a public dance hall.
Rather, private groups would rent the hall, and no
ticIlipts would be sold at the door. This prohibition
on the sale of tickets at the door would guarantee
that " esirables" could not gain admittance
to dances and become nuisances. The partners
.alsoexplained,that re hall was going to provide

'',. roof,tbp parking. Finally, they pointed out that all
the principal's were professionals' and aware of
their responsibilities to the community.
- Not all the commt) itY residents were con-
vinced. At a public lic nsing hearing before the
"alcoholic beverage con rol board, the opposition
group prOduced a, 'petilon,_With 600 signatures,
req uesti ng' that the I tC'eri se be de n iecl.'TwO bus- ,

1064 of people:were present to sho4pport for._
.denial of the license. Mr: Phillips ana' his ais&

- ciates were able to prockce'only 60 signatures in
their favor. Nevertheless,- the board'granted the
license, saying that it 'could not deny the lice*
on conjecture of what might' result. The board
decidedthat the hall WOuld 'be allowed to operate
until it proved to be detrimental to the community.
The, license was granted in October 167.

. The partners and the supermarket chain agreed-
to a year's sublease of the facilities for $800 a
month, or half -of the $1,600 monthly rent paid by
the chain. The partners also -negotiateti with the
owners of the building for a subsequent 5-year
lease at the regular'$1,600 monthly rate, with an
optionla renew for an additional ,8 years,in addi-
tion, they secured an option to purchase the build-
ing for $190,000.

The partners contracted with the low bid, black
confractors thethe $19,000 renovation and re-
'modeling. Work was begun by the contractors on a
part-time basis in November 1967.,By April 1968,
the 'renovation was complete and Empire Ballroom
was ready to open. The first booking was for May

A- few weeks before the hall was scheduled to
open, civil disturbances broke out in several areas
of Fremont. The May and Jurie bookings were
quickly canceled and the Ballroom's opening was _

postponed. Deposits collected 'at the time that the
...._ .
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With the Empire Ballroom renovation core-
reservations were made had,to be returned. .
pleted, the partners took stock of their investment
outlay. The cost of the 1-modeling amounted to
$25,000, $6,000 more than the original estimate.'
Since the partners' total investment had been
exactly $25,000, additional financing was needed
to cover expenses of opening. The five partners
decided to meet the increased costs by offering
Empire Ballroom stock to the two contractors. The
contractors accepted $22,000 in cash with the
balance of V,000 in- stock shares. Now there,
were seven partners.

Business Operation ;

Empire Ballroom opened in July 1968. One of
the investors, the real estate agent, became the
first full-time manager. Rental rates were set at
$250 per night plus an,assessment of $1.15 per
person. There were two bookings in July, four in
August, -and 12 in September.

In the fall the partners had a setback. I-7ey dis-

covered _that the used kitchen equipment, which
had been-purchased for $5,000 in another State,
did not satisfy the city's health regulations. New
kitchen equipment, purchased from a local dealer,
cost $5,000 plus the tradein allowed for the used
equipment. At the same,time the partners decided
to purchase about $5,000 worth of new tables,
chairs. and other furnishings.

To pay for their new furniture and equipment,
the partners decided to apply for a $10,000 loan
at a local bank. 'The bank agreed to_the loan, con-
ditioned upon the personal liability of the partners
and their wives.

Empire Ballroom had 17 bookings in October,
18 in November, and 17 in December 1968. The
volume of business was proving that the partners'
estimate of demand for the ballroom facilities was
accurate. During the initial 6-month oeriod, from
July to December 1968, the ballroom.had sales of
$36,000 and, despite the unforeseen expenses,
net profits of $5,000.

No advertising had been required. The contacts
of the five original investors and the demandJor
the ballroom's facilities were sufficient to gene-
rate the high volume of business. Empire Ballroom
was still the only ballroom in the city catering to
black social groups and organizations.
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The year 1969 began with equally good book-
ings. The operation easily absorbed the $800
'rentpl increase during the first part of the year, to
the full $1,600 stated in the lease agreement. In
June, the month of school proms, Empire Ballroom
reached a high of 24 bookings.

Initially, the operation encountered some diffi-
culty with a few neighborhood youths who
"crashed" the dances and stole from the guests.
The problem was solved by hiring a security guard
for all dances. The first year's operation calmed
fedis in the neighborhood that the hall would
constitute a nuisances The alcoholic beverage con-
trol' board, at a hearing held after the first year,
renewed the ballroom's license. They partners
maintained the'poliay of not permitting groups to
sell tickets at the door and rejected requests for
public dances on open 'nights, even though these
affairs woukFhave increased profits substantially.

Harold Phillips became general manager of
Empire Ballroom in November 1969. However, he
continued to work full time as a business educa;
tion instructor and attended to the managerial
tasks of the business during evenings and on
weekends.

In late 1969 a food concession was added to the
operation. BefOre then, food had been provided on
request by caterers subcontracted by Empire Ball-
room. The restaurant, from the beginning, had
been a losing operation. -

In January 1970, the basic rental was increased
to $300 per night and $1.40 per person.

In August 1970, the partners signed a 2-year,
lull-services contract with a caterer. The contract
calls for the latter to provide all of the food and
food preparation services at Empire Ballroom. The
caterer now operates the restaurant during the
week, and provides late evening and early morning
meats otter and other affairs, booked at the
ballroom. The partners receive a percentage of the
revenues from the restaurant and other catering
services.

-With the catering contract, the partners signif-
icantly reduced their supervisory tasks. Empire
BalIroom employees now include only cocktail
waitresses and bartenders for the dances, and one
full-time janitor. All food preparation and service
workers are employees of the caterer.

Mr. Phillips promoted an expansion of kitchen'
facilities, and Empire Ballroom is now investing an
additional $20,000 in order to increase the variety
and quantity of food that the caterer can provide.
When the,kitchen remodeling is complete, Empire
Ballr000m will renegotiate the contract with the
caterer and increase the percentage that it earns
on those sales.

In order to finance the kitchen expansion, the
partners approached a local bank and were told
that in addition to security provided by the corpo-
ration, at least three of the partners and theirwives
must assume personal liability for repayment_of
the loan. The partners rejected the proposition and
instead have found three new investors who have
agreed to,provide total equity of $10,000. The re-
maining $10,000 of the $20,000 `required for re-
modeling will be financed by the equipment sup-
plier. The corporation now has 10 principal
investors.

Mr. Phillips advises that demand remains
strong, and that Empire Ballroom is operating
very close to capacity as far as weekend bookings
are, concerned. Indeed the ballroom is usually
booked 6 months in advance for all weekend
nightd. Many weekend bookings are 'fixed up to
1 year in advance. Mr. Phillips considers that-the
only means of expansion would be through the
establishment of a second ballroom. Monthly
revenue now averages over $13,000.

In spite of their impressive bookings, the part-
ners are somewhat concerned with the potential
competition of certain church groups that have
recently begun to rent ballroom space to earn
revenue. These groups rent their newly con-
structed facilities to organizations at prices lower
than commercial rates. By not having to meet the
same statutory, regulatory, and tax requirements
as commercial businesses, church , groups can
therefore charge lower rates than commercial busi-
nesses and still realize a profit. To date, because
Empire. Ballroom is operating near capacity, the
partners have not had to compete with these
groups.

In 1970 Mrs, Phillips became office manager,
joining her husband who remained-as- general
manager. The operation of Empire Ballroom is now
largely in their hands, although the three new in-
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vestors alternately' supervise on weekend nights.
The other investors do not play an active role in
the management of the ballroom.

One of Mr. Phillips' goals in entering the ven-
ture was to provide the black community with an
example of what could be .accomi)lished in busi-

.
',,
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ness through taking risks in the investment of
personal capital. He believes that the black com-
munity must be willing to assume that risk if it is
to .break into the mainstream of the business
world. Empir. Ballroom has helped him to prove
his point:

12. Superior Signs, Incorporated

Daniel Hill could paint a st:perb sign. Among
those in the trade the consensus was that he was
one of thetest. Customer,s were pleased with the
quality of his work, and once having hired Mr.
Hill usually sought him out to fill further needs.

Mi. Hill was proud of his sign-painting ability,
and qUick to expound upon the quality of his work,
In fact it would be accurate to say he was some-
what arrogant about his abilities, and possessed
many of the temperamental characteristics nor-
mally attributed to professional artists. He was
intolerant of others' mistakes; took instruction and
direction very poorly, and was generally unmindful
of managerial and organizational considerations.
The product of his workhis signswagthe only
thing! he could bring himself to-concentrate upon,
and with his signs he was perhaps more metic-
ulous than any other sign painter one is likely to
meet. Everything that went into making one, of his
signs had to be perfectthe finest of paint and
materials, quality' equipment, and surroundings
conducive to painting.

Mr. Hill was born in South Carolina in 1932, one
of 12 children of a sharecropper. His formal edu
cation stopped after the fifth grade. He says that
his knowledge of sign. painting was acquired dur-
ing 14 years in the trade, most of which he spent
as a selfemployed contractor. He also says that he
did sign contracting, on his own primarily as a
"matter of self-preservation." He was fired when
ever he tried to work for others, because, he
thinks, his work was superior and his foremen
were afraid he'd be promoted to their jobs. He
candidly concedes that each of his business efforts
have been financial failures, but he believes the
major cause for failure was either discrimination

from the local government and business com
munity or unfortunate circumstances. As he de-
scribes his experiences, however, it is apparent
that poor management of business and personal
affairs also played a role in the repeated failure,
of his business ventures. In addition, his history
is riddled with judgments and fines for such things
as not conforming to zoning requirements, operat-
ing a business without the appropriate licenses,
and not licensing his company truck.
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Beginning of a New Venture

In mid-1967 Daniel Hill moved with his wife and
four children from Sputh Carolina to ,Troton, a
Northern city of about 300,000. He had heard
that in Troton a black 'person could get finan-
cial help for going into business. Upon arrival he
found a job with a sign Oiriting firm and started
planning his business venture: Ian the 18 months
that followed ,he was fired by three srgn contract=
ing firms, but nevertheless managed to find the
necessary financial assistance to Open a businesg.

Mr. Hill's choice of Troton to start a business
was a good one. With direction provided by its
most prominent business leaders, Troton is com
mitted to the goal of creating business opportuni-
ties for aspiring minority entrepreneurs. In 1968
its business community founded Troton Economic
Development, Inc. (TED), a nonprofit economic
development corporation, to 'spearhead the effort
to get members of the minority community into
business for themselves. In late 1968 TED and the
supdorting community were eager to assist mi
nority individuals with business proposals which
looked promising.

Mr. Hill went to TED for help in starting his new
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venture. His stated goals, as set forth in his:appli-
cation for assistance to TED, were to (1) sell
specialty, custom signs to the big buyers in the
State, such as the large Manufacturing corpora-
tions, (2? contract with the Federal Government to
prqvide signs, and (3) go national by doing mail
order sign., painting and franchising local sign
shops.

TED approved Mr. Hill's application and as-
sisted him, in requesting loan assistance from the
Troton National Bank. The total financing require-
ment at that point was estimated at $100,000.
TED agreed to lend $20,000 upsecured except for
Mr. Hill's personal guarantee. The Troton National

Bank, interested in assisting.the community effort
to aid the minority population, and acting pri-
marily upon the recommendation of TED, agreed
to lend the balance of the required funds. The
bank decided not' to request a guarantee from
the Small Business Administration in the early
stages of the venture, but rather to wait until the
financing was complete before applying' to the
SBA for assistance. In the meantime, it accepted
Mr. Hill's guarantde, plus liens on the equipment
it financed as its only security. The bank decided
to advance Mr. Hill the funds as he needed them,
by having Mr. 'Hill bring them the bills for each
expense he incurred. A determination of final
repayment terms for the loans was postponed until
the total financing package (e'xpected to include
the TrOton National Bank, TED, and the SBA) was
completed. In the.meantime, each bank loan was to
be made on a demand basis, with no repayment
dates specified. Mr. Hill put up no capital.

With initial loans of about $30,000, Mr. Hill
started his new venture in December 1968, and
incorporated it as Superior Signs in early 1969.
With the approval of TED and the Troton National
Bank, he purchased a small deteriorated shop iri a
light industrial area, started purchasing high-
quality specialty equipment, and began a major
renovation and expansion of his shop. He hired his
father-in-law, one electrician, a sheet metal
worker, and two secretaries to help him. He set
his own salary at $1,500 per month. Meanwhile,
TED announced his 'opening and cooperating busi-
nesses provided extensive free advertising. Almost
immediately Mr. Hill started receiving calls for a
variety of painting jobs.
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Business Failure

To everyone's surprise, .Mr. Hill turned down
nearly all of the orders and inquiries he received:
In his opinion he was not ready to take on the few
large orders he was offered, as all of his priuiP-
ment was not yet installed and the renovation and
expansion were not completed: He also rejected
the small orders, as he felt they *were.io smq11 as
to be beneath his dignity. The few/orders he did
accept seem to have been more or less forced
upon him, and he took them begrudgingly.

Near the end of thp first year the Troton Na-
tional Bank and TED reviewed the situation. The
bank had loaned Mr., Hill $84,000, and TED had
loaned him $20,000. Superior Signs had done less
than $39,000 in business and gave no indication ".
of increasing its sales volume in the near future.
The renovation and expansion of the shop were
far from complete, the shop was terribly crowded':
and unkempt, expensive specialty equipment was
sitting unused, and Mr. .Hill was attempting to
acquire further loans to purchase still more equip-
ment.- The company had continuing personnel
problems, nearly all of which seemed to, stem from
Mr. Hill's lack of administrative ability. In addi-
tion, numerous supporters of TED were express-
ing discouragement and disillusionment over Mr.
Hill's apparent mismanagement and aloofness.

The bank reacted to this situation by cutting
off its funds for further purchases and by attempt-
ing to inject new managerial talent into the busi-
ness. The bank selected Joe Hendricks, a black
man with sign-painting experience and apparent
managerial ability, and, with Mr. Hill's reluctant
permission, placed him in the business to assist
with policies and procedures.

The attempt was a failure. Mr. Hill thought the
new man was a "spy," and the bank concluded
that Mr. Hill was "too stubborn" to accept help.
In January 1970, the bank, acting with the ap-
proval of TED, notified Mr. Hill that it was not
going to give Superior Signs any further assistance.

It was obvious that Daniel Hill simply did not
comprehend the interest of those who had loaned
money to his company. In spite of a terrible sales
record for his first year, a projection of more of the
same for the second year, and a large and growing
accumulation of expensive equipment, he was
shocked when his loadfunds were cut off. It never
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occurrecrto him that the bank and TED,. with
$104,Q00 invested in him, would get nervous
when the machinery sat unused instead of gen-
erating income.'" -

In Mr. Hill's opinion he was building a large
sign manufachiring operation, one that was going
to mass prod'uce signs for customers across the
Nation. He wasn't surprised or discouraged when
sales reached only $35,000 the first ye'ar. He had
intended to spend up to 2 yeirs getting ready, to
open, with bank loans' ring expenses until a
break-even point w hed in the third year.
Since he felt he woul not be discriminated against
in Trotonhe had decided he would first "take the
State" and then go national, establishing a second
manufacturing plant in the South and a third in
the West. He had no question whatever about
where the customers were to come from to ration-
alize his large plant. He was certain the high
quality of his work would draw them.

13. Clayton's Disc Shop

Larry Clayton v$as born in 1925 in Renton,.an
Eastern city of about 900,000 population. He at-
tended high school but dropped out before gradu-
ation. Subsequently M. Clayton went to work for a
U.S Government agency from which he was
drafted into the Army during World War II. After
31/2 years of Army service Mr. Clayton returned to
Renton an'd to the Government agency. For the
next 16 years he worked as a printer with the same
agency and in the same department, until a re-
organization moved him to another tdepartment
where he continued as a printer for another 31/2
years. He says that although he was devoted to his
work before the reorganization, he became quite
unhappy after the reorganization in the new de
partment. He was displeased and felt he was dis-
criminated against because he was black. He re-
tired in the spring of1968 after 271/2 years as a
U.S..Government employee. .

Mrs Clayton had a love for music that started as
,a young boy when he learned to play the saxo
phone. 'By the time he was 16 he was playing
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Mr. Hill could not understand that others with
an interest in the business did not subscribe to
his views. He did not know what they were expect-
ing of him or, what they were looking /for in his
business. He was riot even convinced that their
loans entitled them to a voice in the management
of his business. It is obvious that Daniel Hill and
his creditors never reached a common under-
standing of either Superior Sign's objectives or
business strategy. It is also obvious that all would
have been-better off had they confronted, at the
very, beginning the problems inherent in Mr. Hill's
perception of his business venture,

Shortly after the Troton National Bank cut off
its loan fundg, Mr. Hill relinquished his position
in the company, and was absolved of any liability,
to the bank or TED for their loans. Superior Signs
was liquidated, and the bank took possession of
the equipment and moved it to a new location
where Joe Hendricks opened for business:

occasionally with local Renton bands. He grew up
with the music of such artists as Cab Calloway and
Tommy Dorsey, and,later became aclevoted jazz
fan, eager to expound upon the artistry of such
jazz men as Miles Davis, Dave Brubeck,, and The-
lonious Monk. While working as a printer for the
Federal Government during the 1950's, \he played
baritone saxophone in his own jazz band which
performed in Renton and other east coast cities.
He is proud of those days and says he stopped
playing in bands only because rock 'n roll 'Pushed
"real music":jazz--out of the, limelight. He has
never forgiven rock 'n roll for the intrusion, and
the slightest encouragement will set him off on an
emotional discourse concerning the deterioration
of music in the United States and the detrimental
effects which the new music produces on society.

Decision To Enter Business

Mr. Clayton says that he "never really wanted
to work for anybody," but rather wanted "to be
somebody ... to leave one mark before it was too
late." Once he decided to retire from the Govern-
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Tent these long-held thoughts influenced him to
enter business.

Without much hesitation Mr. Clayton decided to
open a record store. He asked no one's opinion,
but rather "followed his own mind" as he says he
had been doing all his life. Retailing records
seemed a logical and desirable business venture
to him as it would put back into close contact

_with music. He also believed it would enable him
to educate the record-buy;ng public, especially the
young, on the message of jazz as compared to the
emptiness of rock 'n roll. Mr. Clayton was serious
about the need for such education as a significant
'contribution toward restoring some of the values
he Celieved today's youth had forsaken.

Mr. Clayton never considered such questions as
who his competition would be, or how he would
compete with them. For his store, he chose a
location in the shopping area of his neighborhood.

,,He found a site that had been occupied by a retail
---- clothing store, until a recent civil disturbance in

the.area resulted in its being looted and set afire.
Mr. Clayton never considered locating in any other^
section of town. The building was six blocks from
the house 'in which he had been raise.d, and he
considered the community hiF neighborhood and
himself a neighborhood leader. It was here that he
wanted to make his mark, to be the success he
knew he could and should be.

, Mr. Clayton'did not make detailed estimr.ces of
what it would cost to set up in business, but he
guessed it would req u ire from $30,000 to $49,000.
Having concluded that no one would !end that
amount to a black man, he decided to limit his
request to $15,000. He felt certain that none of
the banks would consider lending to him, and hav-
ing heafd that the Small Business Administration
had initiated a policy of increased emphasis on
loans to minority people, he went directly to it.

The SBA consented to lend him the $15,000
he requested. He agreed to repay the loan overf6
years at $248 per month, including interest at 5%8
percent. He cannot recall what security require-
ments were imposed other than his personal guar-
antee. He had no money of his own to invest, and
there were no other lenders or investors.

The store selected by Mr. Clayton required re-
modeling to suit his business. By doing most of
the work himself, Mr. Clayton was able to put it

into acceptable condition for about $1,000. None,
of the suppliers would allow him to purchase on
credit, and he was required to pay cash for all
equipment, furnishings, and inventory. He spent
approximately $10,000 on store counters, fables,
record players, and re-cord inventory, and.another
$1,000 for miscellaneous startup expenses, This
left a cash reserve of about $3,000. Mr. Clayton
says he didn't estimate his fixed expenses, but
knew rent was to be $350 per month, wages were
to be set at $2.20 per hour, and his own draw
was to be $150 per week. He did not project sales,
but thought he was "goingtoo be a, big success."

Business Operation,

Clayton's Disc Shop opened for business in Sep-
tember 1968. Sales personnel included Mr. Clay-
ton, a female friend, her daughter, his,own daugh-
ter, and two young men. The latter four each
worked 40 hours per week at $2.20 per hours
earning total weekly wages of $352. .

Mr. Clayton advises that although, he detested
-" " music, he knew that a successful record
business had to carry "rock" record albums and
tapes, for this is what the young wanted. However,
he intended to build his store's image as a record
shop specializing in jazz.Th us he tried to push the
sale of jazz records and never missed an oppor-
tunity to ."educate" one of the store's young cus
tomers on the glories of jazz.

The store, was open every day except holidays,
and Mr. Clayton estimates that he worked an aver
age of 72 hours per week. He spent about $2,000
on radio and newspaper advertising when he first
opened, but later regretted it and did little adver-
tising thereafter. Except when d-aling with fellow
merchants located in the same area, he sold only
on a cash basis, accepting neither credit cards nor
personal credit.

Mr. Clayton was able to draw a number of cus-
tomers from among his church and social con
tacts, but most were walk-in shoppers from the
surrounding neighborhood. The vast majority of
sales were...of_trock" records sold to the youth
market, and 15 to 20 percent were of jazz and
other lines sold to customers of varying ages.

Although sales were reasonably good at the
start, they soon fell off. Mr. Clayton places much
of the blame on his supplier, upon whose judg-
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ment he had been 'forcep to rely since he per-
sonally had *no previous experience in the record
business. He permitted the supplier to select the
initial inventory, which apparently contained Many
unpopular recordings. In addition, jazz sales never
caught on, and he was therefore forced to try to
survive primarily on the sale of "rock" records to
the youth market. However, his sale of "rock"
records suffered considerably because of direct
competition from the large discount record stores
in downtown Renton. The young customers were
cost conscious shoppers, and since the bulk of
their purchases fell into the category of current
hits, they were likely to be aware of "sales"
through the newspaper advertising of the.discount
stoves. These large volume stores apparently re-
ceived sizable discounts on hit records purchaski
in large quantities. Mr. Clayton, on the other hand,
did not receive discounts, and therefore could not
cbmpete with the continual "sales" of the discount
stores. In a short time sales were down to an aver-
age of $E) to $60 per day. The situation further
deteriorated when a compector opened across the
street.

With the business not generating sufficient cash,
the record inventory dwindled considerably. Sales
then fell further, as the customers went elsewhere
to obtain. a better selection. Mr. Clayton started
making daily runs to his supplier, who was still
demanding cash for all purchases. He used the
proceeds from the morning's sales to provide
stock for the afternoon and evening. On several

sS

occasions it was necessary. for Mr. Clayton to use
his Government retirement checl$ to buy stock,
and replace the monePiihirTIfirFecords sold. To
combat the price, advantage of the discount stores
he occasionally bought "under the counter" rec
ords from ,private individuals with "no questions
asked." He felt this was quite risky, however, an&
avoided it except when he was desperate. He
added perfume and other minor; items to broaden
sales, but the results were insignificant..

To conserve funds, Mr, Clayton terminated his
relationship with the professional accounting firm
which had kept his books and gave the job to his
female friend. He had never paid himself the $150
per week salary he had intended to take, and he
soon stopped paying his female friend as well. He
realized the $352 per week he was paying his four
sales people was hurting him badly, but he could
not bring himself to terminate any of the em-
ployees. It wasn't until things were hopeless that
one of the salesgirls left.

Expense's were greatly outrunning income, and
ClaytOn's Disc Shop slipped further and further
behind in its obligations to its creditors. Finally,
in January 1970, the store owner filed for eviction.
Larry Clayton was out of the record business.

Mr. Clayton dreams of trying business again,
but he has no capital. He lives off his retirement
check and continues to pay $50 per month on
the SBA loan. He is very bitter toward the SBA
and the U.S. Government, and claims he was under
the impression that if he "took an honest fall" his
debt would be forgiven.

14. Gordon Public Relations Agency

In March 1969, Tom Gordon, 27 years old, an-
nounced the establishment ofa new adv-e-rtising
and public relation's firm, the Gordon Public Rela-
tions Agency. It was the first such blackowned
agency in Emerson, a large business and industrial
city of about 3 million. He had been thinking about
starting his own business since completing college
3 years earlier, and he had been considering the
specifics of this particular opportunity for a num
ber of months prior to actually taking the plunge.

Tom Gordon is a man particularly wellsuited
to.the business he decided to pursue. His interest
in art throughout boyhood had definite and direct
relevance to the advertising tield. He earned a
bachelor's degree in fine arts, a master's degree in
design, and spent 2 years, studying part time in a
private art school. He also had worked as public
relations director for 2 years for black social prog-
ress organizations and had done free lance public
relations consulting for a few local, whiteowned
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corporations. This bAckground had given him valu-
. able knowledge and experience, and had provided
him with.personal contacts which we?e to prove
valuable to his new company. -

Mr. Gordon believes his experiences as a youth
influenced his decision to enter into business. Both
his father and mother demonstrated an affinity for
business and public relations. His father was the
only black representative ,for a national labor
union, and as such was frequently involved with
public relations in the business world. Mr. Gor-
don's mother was once the owner/manager of a
profitable Wei valet shop and later managed a
successful public relations firm. Thus Mr. Gordon

-was no stranger to the game of influence, per-
suasion, and personal contact.

Decision To Enter Business

, M. Gordon sought the advice of many ex-
perienced individuals before going into business.
They advised hat the advertising and public rela-
tions busineks was very competitive ("cutthroat")
and that he should probably consider something
elsc.

Mr, Gordon did not deny the highly competitive
nature of the business he was considering but

-was firmly convinced that.- there was an unfilled
need for a service that no other local agencies
could offer, and that he could therefore go after a
market which others had ignored. Specifically, he
believed that the trend to specialty advertising
aimed at the black customer market was stiliin its
infancy, and lacked a cultural style and sophistica-
tion that his background would enable him to
provide.

Other factors, entered into Mr. Gordon's de-
cision to go ahead with the venture. First, he was
acquainted with two individuals, each possessing
12 years of relevant experience, who could handle
the key jobs of media director and copywriter.
They were willing to work for the new firm at a
reasonable salary plui the promise of an :quity
interest if the business succeeded. Their avail-
ability meant that Mr. Gordon would personally
have the time to develop new business, and that
he would be able to depend on two experienced
and dedicated assistants to stand with him when
contract deadlines required long hours and hard
work.
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Another significant factor which was deCiike in
convincing Mr. Gordon to begin the venture was
the fact that he had assurances of three initia4on-
`tracts. These he had obtained' primarily through
the efforts of friends who were willing to nse'their
influence to assist him in getting off to a good
start. Perhaps the most important was a $171000
contract with a large corporation to promote the
introduction-of a new product. This contract'was
obtained with the assistance of one of the corpora-
tion's upper echelon employees, for vhom Mr.
Gordon had earlier clone personal public relations
Work.

A fin& important consideration which in-
fluenced Mr. Gordon to proceed was the low
capital investment required. Since the Gordon
Public Relations Agehcy was to be a service or?
ganization, there was-no need to i-Ivest in ma
chinery and equipment and a large phlAical plant.
All that was needed was office space, furniture,
and a small initial stock of,material: Mr. Gordon
estimated that he could begin with an investment
of only $8,700 from his own savings. This pleased
him. He did not want to take out a loan, which
would, require him to worry about monthly pay-
ments, and he did not want any outside investors,
who would thereby "get a piece of the action for
only a few thousand dollars."

Pushing Sales and Guarding Profits

With an eye on his limited budget, Mr. Gordon
set up for business. He found ample office space
for $482.50 per month in a renovated building on
Jefferson Avenue, not far from an expanding
prestige shopping and office area. As he explains, '
he wanted a location close to the two black social
progress organizations for which he planned to
continue doing public relations work, but near
enough to the city's main business area that pro-
spective white clients would not hesitate to call at
the offices After deoucting a security deposit equal
to 6 months' rent, $5,100 in cash for furniture,
and expenses for an initial stock of materials from
the $8,700 capital investment, _there was little
cash on hand at the time of opening.

If Mr. Gordon's initial contracts had not been
assured prior to opening for business, the short-
age of working capital could have been critical. As
it happened, however, monthly retainers from-,
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contracts_with two local clients (xi& of tie two
black progress organizations plui a local white-
owned company) started flowing in immediately,
along with the- initial payments on his 6-week
;17,000 contract with the large corporation. These
receipts provided the breathing 'rooron needed, and"
gave him sufficient tine in which to generate fur-
ther business. He accomplished this' primarily
through the investment of long hours in the de-
velopment of personal contacts.

In the- first-year, -the Gordon Public Relations
Agency's billings amounted' to $172,000 of which
about $16,000 was gross profit. The profit would
have been-larger if.the company had not invested
healfily in travel and promotion for development of
future business. These promotional expenditures'
started paying off in the second year, however, as
billirigs climbed to an annual rate of $500,000,
Of which approximately $120,000 represents
profit. The major portion of this impressive sales
increase stems from Mr. Gordon's aggressive per-
sonal effort in following up all leads and contacts,
developing proposals, and traveling widely to sell
them. In addition to the work he has obtained as'a
prime contractor, he has also fowid a good market'
in subcontracting for larger established, agencies.
These subcontracts usually involve feasibility
analyses of marketing opportunities in the black
community. -

Mr. Gordon is tight with the firin's money and
this, along with good sales growth, helps to explain
why the company is already a financial success. He
sets the.pattern himself by drawing his salary,
$15,000, and no more, from the company. His
five employees receive salaries ranging from
$8,500 to $15,000 annually. In return they are

expected to put in whatever amount of time is re-
,

quired, usually about 50 to 60 hours per week.' .
All seem satisfied with their 'bay, and demonstrate
a :hong commitment to the busineSS. This may
derive, in part, from Mr. Gordon's promise to set
up employee, ownership and profit-sharing plans
once the company is well established.

Mr. Gordon emphasizes that from the very be-
ginning one of his major objectives, aside from
developing new- business, has been to keep costs
at a minimum. He says he was very much in-
fluenced by- a survey he made, before starting the
agency, of successful and unsuccessful advertis-
ing and public relations agencies. The survey con
vinced him that one way to fail was to ignore the
probability that an agency will experidnce periods
in which business is slow. He believes if the man-
agers choose to 'live high when times are good,
they'll pay later when the business climatO +,c%s

favorable. In order to maintain a close clink a
his finances, Mr. Gordon hire, a professional
accounting firm to provide monthly accounting re
ports and cash flow projections. Although he
wanted to skimp wherever possible, he decided.:::
it would be foolish to eliminate the accountants
who coeld best help him accomplish that objective.

The Gordon Public Relations Agency is unques-
tionably a success. Its president is an aggressive
ant' lrugal entrepreneur who took a good idea,
carefully devised a business strategy, and with the
help of highly qualified people developed it. by,
hard work and by capitalizing on all available
personal contacts and opportunities. Soon the firm

handle a little public relations work for itself:
rti ill announce the opening of a new office in an-
other large city.

15. Hale's Firstline. Furniture Company

When he bought the Premium Furniture Corn-
pany, Stuart Hale becarhe the only black furniture
retailer in Hunter, a city of about 500,000. Now,,
nearly 2 years later, Hale's Firstline Furniture
Company is a profitable and growing operation.

Mr. Vale was born in 1930 in rural Arkansas.
His formal education, in a small country school,

1

.1 -- :.

terminated at the 10th grade. His father was a
minister and his grandfather, whom young Stuart
idolized, farmed 3,000 acres in the same part of
the State. Stuart aspir,ed to the independence and
decisionmaking freedom of his grandfather.

At 22 years of age, Mr. Hale moved to Hunter
and worked as a pipe layer for 2 years before he
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was laid,off. For thenext 11 years he was a general
_repairman:In an auto body shop. During 5 of these
years, helso operated his collision repair busi-
ness on'? part-time basis. In 1967 he bought a
billiard pbrlor, which he operated until 1969:

a

The Furniture BUsiness

The Premium Furniture Company, located on a
main thoroughfare five blocks from the center of
HUnter, was in a residential and commercial area
populated principally by low-income black and
Puerto Rican families. The street is commerical
and has many small retail businessesjewelry
'shops; drug stores, liquor stores, and shoe stores.
The building which had housed the PremiuM.Furni-
tUre Company for decades was old and unattrac-
tive. ',-.

Mr..Hale was a long-time customer of Premium
Furniture Company and had become good friends
with Albert Goldman, the owner. In 1964, Mr.
Hale went to work for Mr. Goldman on a part-time
'ob in shipping and receiving. A short time later
h was promoted to salesman. In the meantime
M Haletkept his own business, the auto repair

shoo and then the billiard parlor.

*In 168, Mr. Hale became a full-time salesman
at the f niture store. He continued to operate his
billiard p. lor until 1969,t On he sold it because
of the incre- ing job requirements at Premium and-
the drug use s who had begun to come to the
billiard parlor. r. Hale was interested in doing
something for hiscommunity and felt that the bil-
liard parlor was n ' a positive contribution.

Mr. Hale's emplo r at Premium Furniture had
by this time decided toksell out. The business was
experiencing a slight decline and Mr. Goldman
also had problems in his honbusiness life.

Some Vatqable Assistance

During their 5 years of association, Mr. Gold-
man had found that Mr. Hale was a very compe-
tent salesman. He began to take a special interest
in the possibility of having Mr. Hale \purchase the
business. When initially. ,approached Icy Mr. Gold-
man, Mr. Hale thought that the ide was far-
fetched. He was skeptical that a black person with
little collateral could borrow the large amount of
money necessary to purchase, the businessOHow-
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ever, he was willing to,,try to obtain the required.
.financing.

Mr. Hale sought the advice of two 'acquaint-
,. ances, an attorney and an accountant. They indi

cated confidence in Mr. Hale's ability to handle,
the operation but cautioned him to explore the
venture and its prospects thoroughly before de-
ciding. Meanwhile Mr. Goldman began teaching
Mr. Hale the essential aspects of the furniture
business that he had not learned in his capacity
as a salesman. Ili early 1969, Mr..Goldman took
Mr. Hale with him to the Chicago furniture market
in order to familiarize him with buying techniques
and procedures, Mr. Goldman agreed to stay on as
a part-time salesman and advisor should the sale
and its financing be satisfactorily concluded.

Mr. Hale approached a recently formed .non-
profit corporationHunter Development Corpora-
tion (HDC)created to promote minority owner-
ship of local business. HDCW3S enthusiastic about
the proposal and decided to back the project it
took the proposal to a local bank andto the Small
Business Administration. The estimate for total
financing was $150,000. 'Approximately $55,000
was required to purchase Premium Furniture's in-
ventory of furniture and accessories, and $10,000
for the existing fixtures and eqdipment. Initial
operating capital requirements were $1u,000. The
remaining $75,000 was for the purchase of ac-
counts receivable belonging to Premium Furniture.

The help of HDC and Mr. Goldman proved r

invaluable, and to Mr. Hale's surprise the bank ap-
proved the application. The processing of the loan
required about 3 months, but eventually all of the
required funds were obtained. HDC, SBA, the local
bank, Messrs. Goldman and Hale arrived at the
following' financing package: Mr. Hale would put
up $1,000 from his savings; the bank would lend
him $65,000'for 10 years at 8 percent, with a 90-
percent SBA guarantee,, and an additional $75,000
at 8 percent secured by $110,000 of accounts re
ceivable; HDC would then grant a $9,000 loan on
a note subordinated to the bank's loan and se
cured by the personal liability of Mr. Hale and his
wife.

Open for Business

On March 31, 1969, Premium Furniture Com-
pany, became Hale's Firstline Furniture Company.
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-After' many years of waiting, Stuart Hale finally had
a substantial business of his own. At the time he
was 40 years of age and the father of two children

Mr. Hale says that if Mr. Goldnian had not de-
cided to sell he would have eventually tried start-
ing a smaller place cf his own, perhaps one re-
quiring less extensive outside financing. Premium
Furniture had a successful,year in 1968, reaching
$150,000 in'sales, and Mr. Hale decided that "if
I can do-it for another, I can do it for myself." He
doubts that he would have considered other, lines
of business. By that time he was interested only in
being his own boss in the retail furniture business.
Mr. Halevas convinced that both the location and
the 6usineis were good.-He had conducted an in-
store survey of Premium Furniture's customers
and found. that approximately 50 percent were
Puerto Rican,,20 percent-were white, and 30 per-
cent were black. The store had an established
clientele which'was of utmost importance to Mr.

. HaleHe knew the store and the customers, and
felt - that Mr. Goldman's permanent Customers
would continue trading at the store' after'neopur-
chased it Although there were two major competi-
tors in the city, neither was located close to his
established clientele. Further, he was thq only
blaCkfurniture retailer in the city, and he be-
lieved that some black customers would buy from
him- primarily for that reason.

Mr. Hale projected first-yeir sales at $200,000,
with no profit. Second-year sales were estimated
to reach $250,000 with a profit of $12,50b. With-
in 3 to 5 years, Mr.. Hale calculated that the sales
would climb to between $500,000 and $700,000
annually. He' antiCipated that after proving him-

sel he would open a second store in
H6nter and then start a furniture retai outlet in
another city, possibly Washington, D.C.

At the time of ,opening, Mr. Hale foresaw only
one significant problem. Because he was black,
had only a small amount of personal equity in the
business, and was unknown among the manufac-
turers and wholesalers, he anticipated difficulty in
receiving supplier credit. He felt that since these
suppliers had no experience in dealing with a black
furniture retailer, they would be hesitant to extend
the same terms to him as they would to a white
businessman in a similar position. He realized that
he would have to be meticulous in payment under

any credit arrangement that he was able to secure.
_Furthermore, he intended to limit his buying to a
few lines until he could establish a good credit
rating among the suppliers. Finally, he decided he
would send his financial statement to prospec-
tive suppliers to help establish his creditworthi-
ness.

In his first year in business, Mr. Hale generated
sales of $300,000a full $100,000 more than he
had projected. Encouraged by a first-year profit of
$24,000, Mr. Hale increased his annual salary
from $10,000 to $13,500."

Mr. Hale's apprehensions about securing lines
of credit were not unfounded but proved less
troublesome than he had anticipated. Within 9
months, Firstline FurnitUre had received a top
rating of "1" from the credit reference firms that
operate in the furniture 'business.-Previous to that
he had been reused credit by four or five sup-
pliers. NOw he ca order from any he chooses. He
attributes this to his perfect record of payment.

Mr. Hale changed some of the furniture lines
that had been carried in the previous store. He
introduced some higher priced lines and increased
the inventory. He now carries essentially the sane
lines as his two major competitors and feels he is
competitively weak only in that he does not have
the capital with which to match their advertising.

The Second Year

During the course of the second year Mr. Ha e
added $25,000 in new debt,in order to increa
Firstline's inventory... The loan was arranged
through the same bank that had provided the
initial financing and was secured by the pledge of
accounts receivable.

Mr. Hale says he is very selective in granting
credit and that heolimits any account io $1,000.
He claims the extension of personkl credit is_a
necessary part of the furniture businese u4 uses
a credit bureau and information from othe. Bail

stores and says, "we generally get all the informa:
tion that we can." Despite the precautions that he
employs, collections are still a problem. However,
he.feels that his volume of repossessions is co
paratively low and at an acceptable level for t e
retail furniture trade.

Sales for the second year now seem certain to
.feach $350,000, and profits are projected at
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about $25,000. Mr. Halt explains that"second.year
profiti will be depressed somewhat because of a
burglary in which $6,000 Worth of furniture was
taken from a model home display. The i stince
policy 'did not cover. this loss becausehe' furni-.

lure was not in the,store.

Mr. Hale doe's not feel th9t.his insurance cover-
age is adequate, and Ile blames this on his loca-
tion. Specifically, he complains that theft coverage
is very costly:1n addition to fire and theft, his
insurance package' includes "key man," .glass
breakage, business interruption, liability, dis-
ability, and workman's' compensation.

There are now eight fulltime and five part-time
employees at Hala's Firstline Furniture Store, an
"increase of four since Mr: Hale purchased the
store. Mr. Hale himself works 50 hours per, week
as 'manager and salesman.' Thera are 'two full-
time truck drivers, one shipping and one receiving

. clerk, two office.and clerical Ivorkersi and two full-
time salesmen. In addition, there are three part-
time salesmen and one phrttime offic0. worker.*
Finally, but of considerable'significance, 'Mr. Gold-
man still works half time, selling furniture and
advising Mr. Hale. .

,Changeoveti in personnel initially presented
problern and it proved difficult to fill vacancies
with' competent employees... r. Hale has used a
local community de,velopment organization as a
sourceof employees and hired four 'hard-,core"
unemployed persips.that the grotip referred. Two
were not able to'satiffy -the. job requirements but
two did well including a secretary Who still/works
at the store.

All new Sales personnel receive training.corisist-
ing essentially of o 1:month preparation periods
during Which the new emplOSee familiarizes him-
self with the articles for sale and engages in role
playing as a salesman. The salesmen also attend
periodic sales and product demonstration .woik..
shops sponsored by)keAurniture manufacturers.

Mr. Hale, believes it\isnecessary to have in infra-
grated sales force in 'order to sell to all radar
groups in the community. Eight of his 13. em-
ployees are black, four are White, and one is a
Spanish-speaking Puerto'Rican. With one 'eke!).
tion, all employees live in the ghetto area or on
the Liorderline. - .

Mr. Hale is a number of several community anti

business organizations end is president of a local
black business association. He believeskthat he is .
well in thecommunity because of his
pgicy of selling god merchandise at fair prices,
In additiOn, he feels that because of his knowledge

erstanding of the problems of the ghetto
s, he has been able to provide them with

rind assistance, including,l-telping some to
establish credit with _Other merchants. He does
feel, however, that a certain amount of resentment
has deyeloped. in a few lectors of the black corn
mUnity, since he becameNymerof the furniture
stn Mr. Hale attributes this to jealousy and the
lack'tf firm cohesiveness in the black immunity

A Forced Relocation f
In' mid:1971, Hale'S Firstline Furniture will

nicrie4to a new location. The moire is necessitated
by an urban renewal project which calls/or demo.
lition of the section in which the store is located.
The new building has not yet been selected, but
Mr. Hale hopes to find one about six blocks from
the present location,"in a borderline area between
the ghetto and a higher income section, He views
the moveas an opportunity to upgrade .the busi-
ness' by introducing him to additional customers. .

He considered a move to a suburban store, but .

decided against it at this time because it would
require too much capital, and because the sales
personnel would haye to benuch more knowledge
able and of greater competency to deal with-the -

,suburban customer.

Mr. Hale is, very happy with the protr6ss of
Firstline Furniture. He is especially pleased that
it has been able to succeed in spite of the high
debt service requirements caused by the business'`
large initial' indebtedness. Furthermore, ne gains
satisfaction from his and the company's ability to
help people of low income. He feels he knows and
understands the problems of the urban poor and
is now in a position to deal with the problems.

Since 1969 Mr. Hale has attempted to expand .

his fOrmal education with three business adminis-
tration courses. He has completed a 13week
course at a local technical institute And a 26-week
Course at a community college. He is also currently
finishing.the firstyearof a 3yeat business admin.
istration correspondence course offered by a large
outoestate university.
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Mr.4'Hale considers that the most important
factor contributing to his success is his 51/2 years
of experience in the same business which he
eventually purchased. He recommends that others
interested in starting a business venture should

16. Blue Ribbon Baker*.

first obtain substantial experience in the -sank
linkand study the business carefully, Ilefore start-
ing. He. insists that if one does not understand it
thoroughty, then he should not attempt it.

, Stuart Hale seems to understand his business.

\
George Fleming was, born in 1922 in rural Mr. Fleming's bakery was open for 3 years, at

Georgie. When he was2 years old his familyynoved the end of, which time an urban renewal project
to Fall City, a Southern city with a population of forced its closure. For the loss of his business, the

uriiart.renewal authorities'paid him $2,U00, all but
$600 of which went to pay existing debts.The
urban' renewal office then aided Mr. Fleming in ---
obtaining finances for the reestablishment of his

:,business in a,new location. In the meantime Mr.
Fleming continued his doortodoor snack and soft
drink businesi, operating °tit of his home.

' In early 1968,'Mr. Fleming decided to open an-
other cafe white he awaited flinaricial assistance for
relocating the bakery. He rented space at a new
location, moved in the kitcliqn equipment that he
had stored, and opened for business. The cafe did..
not do well, but Mr. Fleming pershted, hoping that
the urban renewal authorities would secure a loan
with which he could reestablish the bakery.

approximately 150,000. He dropped dut o school
in the sixth grade at the age pf 14. For-the next
7 years he worked A a laborer for several Fall

.City companies.
In 1942, Mr. Fleming was inducted intcr the

Armylvhere. he was trained in codking and baking..
He served on active duty as a cook for the peat 3
years4 Leaving the service in 1945, Mr. Fleming
returned td Fall City and to a job as a laborert

'84auee of ,his desire for more independebce
and opportudities for his family, he decided to
enter business for himself. He started his .first
venture in 1950, and since, that time has always
.been self-employed.

Business Ventures

Mr: Fleming s first business venture was a
cafe, froin which he also operated an offhours
Mobile snack facility. He was forced to close the-
cafe in 1956 because the building in ,which it was
located was to be torn down. The cafe was small,
but he says it did relatively well. Mr. Fleming im-
mediately bought a -second small cafe which he
operated until 1964. However, he was again forced
'to close when the building in which this cafe was
located was converted into a boarding house.°

A small bakery shop becarite available at the
time Mr. Fleming was leaving his second cafe, and
he decided to change his. lineof business. In addi-
tion'to t [ie bakery, Mr. Fleming saw,the new busi-
ness as a base for his ongoing m bile snack and

*soft drink operation. He opened his new business
in 1964, producing his own bakery goods for sale
both in his new store and on his established mobile
routes.

fr

46

54

Another Chance

In Mid-1968a $10.000 loan was finally secured
'through a local, bank, with a 90percent guarantee
provided by the Small Business Administration.
The urban renewal office then suggested that Mr.
Fleming establish his new bakery at a location it
had found in a predominantly black residential area
just six blocks from' his former site. Mr. fleming,
however, declined because he believed the space
available in the suggested building was insufficient
to accommodate the -operation he intended to
establish. instead, beelocated a largeralready
equippedbakery that, due to the owner's illness,
had been vacant for 1 year.

Mr. Fleming's choice was in an integrated, but
predominantly white, section of the city several
miles from his previous place of business. The
area was largely middle class and residential, but
the bakery itself was located in a small com'm'ercial



zone which included retail shops, a' bank, gas,
station, furniture store, and large drug store. One,
of the city's largest hospitals was about a block
away.-

in spite of the urban renewal authorities' sug..,-
gestion that he would fare better in a location
closer to his former business, Mr. Fleming rented
the larger building in October 1968. The rent was
$200 per month. He pUrChased the bakery equip-
ment.from the previous owner for,$5,000, spent
$2,000 on a truck for his mobile selling, and be-

". gan to recondition the bakery for operation. To
comply with city- health regulations, Mr. Fleming
hired a contractor to remodel the store. Although

-the required work was not extensive, delays in its
completion required that Mr. Fleming postpone
his-opening almoitl months (to March 1969). He
was of course required to pay rent for the entire
period of inactivity,

Mr. Fleming believed that the business, once
open, would generate effough income, to support
his family of six. Mrs. Fleming was also to work
full time in the bakery, as She had in .all of her
husband's businesses. Between the two of them,
Mt.,FleMlng.thought that they would be able to
handle the business until a substantial trade was
established. Their total draw from the business was
to be about $7,000 a year, the amount that Mr.
Fleming calculated that he and his family required
for their personal needs. Although there were sev-
erl other bakeries in the city, Mr. Fleming was
confident Wet, his,new location and the good repu-
tation teamed with his previous bakery would
enable him to succeed. He was confident that his
products would be of high-quality and his service

good. HI felt that this, coupled with the fact 'that
his was -to be the onlypack-owned bakery in the
city, assured him of solid sales base. In addition,
'he had been assured by the nearby university hos-
pital and twe colleges'that they would purchase
their institutional' needs from him once he was
-able to satisfy their large volume requirements.
Mr. Fleming's long -range plans were simply to
take a success of the bakery and thereby achieve
an adequate income for, himself and his family. To

- him the Only,sighificant problem had been solved.
When the loan was approved' and the money. made
available.

-,-

Open for. Business

Blue Ribbon Bakery's initial sales were slow,
amounting to only $240 the first month, $248 the
second, and:$269 the third. Having opened with
only $1,000 in cash, Mr. Fleming was in trouble.
His gross revenues could not cover his fixed costs. ,

Rent and utilities alone came to over. $300 per
month. In addition, shortly after startup, Mr. Flem-
ing had hired a part-time baker in order to free
himself for selling from his mobile unit, and the
baker's monthly wages averaged about $250.
Added to these costs were the substantial monthly
payments on the $10,000 bank loan.

With sales far -below expected levels, Mr. Flem-
ing tried a small amount of radio 'and.newspaper
advertising; even so, sales for July totaled only
$250. Mr. Fleming began to miss paymentson his
utility bills and was linable to make payments on
the loan. He went to several local banks to apply
for a $500 loan to cover operating expenses, ,but
was refused. He then applied to a finance com-
pany which also turned him down. In the mean-
time, Mr. Fleming was falling further behind in
his payments, and there were no prospects for
obtaining additional financing. With the final
-rejection from the finance company in August
1969, he closed the doors of Blue Ribbon" Bakery.

Mr. Fleming adviseilhathe never attempted to
sell to the institutional customers that Ind assured
him of their interest in his operations. Nor did .he
approach-any Of the food markets or other .food
service businesses that had expressed interest in

aking regular wholesale purchases. He says his
limited inventory and capacity would have pre-
vented him from adequately meeting the needs of
these large businesses, and that it Was important
to hifn to undertake only those obligations he was
confident he could handle.

*The few customers that patronized Mr. Rem-
ing's bakery were predominately white, as was the
general population of the neighborhood, but he
feels that most of the local residents declined to
trade with him bc..guie he was black. The black
customers from his previous bakery did not sup-
port him either. Some said that it was too far for
them to drive. Others indicated they clidrd, know

-that he had opened:

- Mr. Fleming's primary interest is simply to
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'provide for his family's basic needs. He-and his
wife have , recently started another business, a
small .neighborhood groCery which they bought
shortly after the bake closed. After a year's
operation the grocery's helves are poorly stocked,
and Mr. Fleming is no, encouraged by the pros-

/

17. Clothes For Him

In February 1968, Russell Williams bought the
'men's clothing store in which he had been working
for 8 years. He had managed the score for the
2 years, previous to his purchase. "If I could
do it for them, I could do it for myself and
make out better financially," he explains. He had
considered tt/e idea before, with a cousin who pre-
ceded him as the store's manager. However, his
cousin chose to -buy a store in Michigan instead,
at which time Mr. tlYilliam.Vook over as manager.

ousin's successful purchase reinforced his
determinaliorhave a' store of his own. Two
years later the white owners of the store Mr. Wil-
liafils was managing decided to sell.

Mr. Williams was 30 years old at the time of
purchase, married, and the tither of two. He ad-
vises that he had not considered any other sort,of
business venture because he "didn't know any-
thing else." Except for the 4 years he spent in the
Air Force, the clothing store job was the only one
he .had held since graduating from high school._

After having his loan application denied by two
cornmercial banks, Mr. Williams applied to the
Small Business Administration for their financial
assistance. He expected difficulty, however, be-
cause his cousin, whom he believed more qualified
than himself, had been turned down by the
SBA. Although he estimated that he needed about
$40,000, Mr. Williams applied for a loan of
$25,000, understanding that to be the maximum
available under the SBA Economic Opportunity
Loan program. A local minority business assist-
ance organization helped him prepare the applica-
tion.

The SBA approved a direct loan of $25,000 to
be repaid over 10 years (following ,a 6-month's

_

pects for the future. He continues to sell bakery
goods door to door, while Mrs. Fleming tends the
store. Mr. Fleming says he has alwaysbeen a hard
working man. He is discouraged that e_suicessful
business has not been the reward for the long
hours spent in his numerous ventures.

grace period) with interest at 51/2 percent. The
loan was secured by Mr. Williams and his wife's
personal guarantee plus a lien on certain assets.
To the SBA loan he added his own investment of
$4,600, of which heborrowed $2,800 from rela-

--Wes; forlthe initial capitalization totaling $29,600.
He paidlhe purchise price of $6,000 to the previ-
ous owners, spent about $3,000 on additional
furniture and fixtures, paid $15,000 as a down
payment on an initial clothing inventory, costing
about $21,000, and spent another $1,0,00'3 on mis-
cellaneous startup expenses. This left a cash sur-
plus of about $4,600 to carry the business through
any initial difficulties.

Mr. Williams recalls being troubled by two
significant startup problems. First, even though
he had managed the store before and personalty
knew some of the sales representatives, the'cloth-
ing suppliers were reluctant to grant him credit.
His only recourse was to pay for his inventory'
needs almost entirely by cash until he WAS suffi-
ciently established to obtain credit. His second
concern was.r'elated to the first and stemmed from
an' initial low° clothing inventory. With a limited
initial capitalization and an inability to purchase
the bulk of his inventory on credit, he was able
to obtain only about half the clothing stock he felt
he needed. In time he hoped to expand his inven-
tory In the meantime, he closeri off half of the
store in order to avoid looking understocked.

Open for Business

Mr. Williams' store is located on Carver Street
in what is basically an inner-city ghetto area of
Bensen, an Eastern city of about 1 million popu-
lation. As store manager he had tried to convince
the store's owners to stock clothing aimed at the
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more fashionconscious local black customer, but
he was only moderately successful. The business
under the former ownership remained essentially
a standard Men's clothing.store, carrying primarily
the more consen tive fashions. Once he was the
owner, Mr. Williams changed this policy. He felt
there was more money to be made by riding the
crests of the new fashion Waves. Consequently he
stocked his shelves, hange s, and display windows
with "high style" clothilbg, the current high
quality fad fashions that appealed to the clothes-,
conscious portion.of the black community. He re-
named the store Clothes For Him.

As owner, Mr. Williams also layed off four of the
store's six salesmen. He knew from experience
that-with a full-time owner/manager, which he in-
tended to be, the store needed only two other
salesmen. By working six 12-hour .days himself,
and having each salesman work a 52-hour week,
he felt he could 'adequately cover the .sales floor
with substantWly lower costs than had been in-
curred by the previous-owners..

In its first 2 months, Clothes For Him equaled
the sales recorded by the previous owners in the
same 2-month period of the prior year. Mr. Wil-
liams was pleased but not impressed. From this
beginning he expected business to pick up as word
of the store's change in clothing style got around.
He projected total sales of $300,000 for - the.
first year. "r--

Trouble on Carver Sireet

Immediately ,follo(vin g. the assassination of Dr.
Martin Luther King, in April 1968, rioters
looted and set afire the great majority of retail
stores on Bensen's Carver Street. Clothes For Him
suffered fire damage but could be restored. In-.
surance proceeds would cover these losses. It
would take about 6 weeks to be back in business
if Mr. Williams wanted to do so. He elected net to
proceed immediately with the restoration.

Mr. Williams was uncertain about reopening on
Carver Street. He considered the question for
several months. The SBA willingly deferred pay-
ments on its ,loan during the period in which, he
deliberated. Finally, he concluded that the April
riot was the product of an extraordinary event and
not a trend for the future.

In mid-1968 Mr. Williams learned of a men's
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wear trade associatiotprogram to assist minority
inci...luals entering the men's retail clothing busi-
ness. file association agreed to assist Mr. Wil-
liams, and subsequently gave him free profes-
sional architectural help to design the layout for
his renovated store. It also used its contacts to
obtain special extended credit terms from large
clothing manufacturers who previously were re-
luctant to give credit to ghetto stores. Thus, unlike
his earlier opening, Mr. Williams was able to start
with an adequate inventory.

In October 1968, Clothes For Him reopened;
It was the first business to reopen on Carver Street
after the April riot. A few ,hours after closing on
its reopening day the store was again looted and
all.of its merchandise was stolen.

Open Again

Insurance proceeds were again available to
cover losses, and in November 1968 Clothes For
Him again opened for business and stayed open.
There were no further troubles similar to the two
civil disturbances. The only crime-related mis-
fortune since then has been a $125 loss to an
armed robber. That loss was not covered by in-
surance as the insurance companies no longer
provide coverage for Carver Street businesses
against robbery, window breakage, or theft unless
these happen during a riot. In fact, Mr. Williams
hid not been able to obtain any insurance cover-
age untilThe received assistance from an insurance
placement facility established by the city after the
April 1968 riots.

In November 1968, a' few other Carver Street'
stores also reopened. Mr. Williams was grateful
for this. He says that one retail store has a difficult
time drawing customers out to do their weekly
shopping. NeVertheless, approxiMately half the
former retail 'sites were not reopened. The build-
ings remain fire-scarred with plywoodcovered
doors and windows, causing the area to look more
like a former battleground than a shopping area.

Although sales did return to a respectable level,
Clothes For Him. never 'again was the gold mine
that Mr. Williams once thought it would be. Sales
for 1968 totaled only $50,000, as the business
was closed for about 91/2 months. In the second
year, sales reached $245,000, below Mr. Wil-
liams' $300,000 goal, but nevertheless satisfying.
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Given the troubles the area has seen, profits were

Asked how he accounts for the business' rea-
sonably goad second year, Mr. Williams was un-
able to point to specifics. He used advertising and
other sales-promotion techniques sparingly. Con-
siderable credit must go to his accurate perception
of the high demand for "high style" clothing by
his clientele. Credit must also be given to the
trade associationprogram which has continued to
provide Mr. Williams with ongoing technical and
managerial assistance. Mr. Williams advises that
he finds the program's assistance very valuable.
They are in contact with him four or five times a
month and provide specific recommendations on
a wide variety of problems which range from style
changes and inventory management to bookkeep-
ing and supplier relationships'

In January 1970, Mr. Williams opened a second
store, Clothes For Hera woman's "high style"
clothingshopjust a block from Clothes For Him.
With sales at Clothes For Him holding satisfac-
torily, it wasn't necessary to seek any new loans.
However, the -SBA did assist by again deferring
payments on the loan. Mr. Williams gives the sec-
ond store much of his attention, but his wife
;manages the salesgirls and guides the fashion
selections.

The Third Year

Although his third year in business started
well enough, Mr. Williams soon ran into difficul-
ties. First, two major credit card companies with-
drew their services from the Carver Street com-
merical area. They claimed that the area had
proved, to be high risk because of improper or
fraudulent use of their credit cards. Since approxi-
mately 20 percent of Mr. Williams' sales had been
realized through these two credit facilities, the
impact on his business was significant. Mr- Wit:
Hams' "high style" clothing is somewhat ex-

pensive) and thus the availability of credit is
important.

Additional difficulties in 1970 stemmed from
the adverse effects of a steadily declining economy
with rising unemployment. Sales suffered as con-
sumer 'spending was reduced. Mr. Williams ex-
plains that, in his opinion, unemployment hits his
customers the hardest because the low- income,
low-Skilled inner-city residents are generally laid
off first.

With sales down somewhat, Mr. Williams found,
himself with a rising inventory. Since an over-
stocked inventory of "high style" clOthing is po-
tentially dangerous, Mr. Williams was concerned.
"High style" fashion demand is very fragile and
changes swiftly and sometimes unexpectedly. He
quickly canceled some of his orders and put some
merchandise on sale. This. enabled 'him gradually
to reduce the inventory.

By October 1970, with the buying season for
winter clothing-approaching, Mr. Williams felt that
the immediate future had a promising outlook. He
is less optimistic about the longer run outlook,
however, and is trying to relocate his store outside
the ghetto which has caused him so many prob-
lems. He notes that his sales have slovily but
steadily declined since he reopened after the 1968
riots. The urban renewal plan for the area seems
"stalled by politicians.". It now appears to Mr.

,Williams that it will be several years before any-
thing.substantive is done to restore the commer-,
cial vitality of the area. At the rate conditions are
deteriorating on Carver Street, Mr. Williams does
not believe his business could survive the waiting
period.

Mr. Williams has no control over the economy,
nor over the politicians' urban renewal plans. How-
ever, he has proved himself to be a competent
manager in a difficult situation. If the area cannot
support his business, he is confident of his ability
to take his experience and skills to another, less
troublesome section of the city.
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18. Diversified Services, Incorlorated

hi 1952, Jeff Morris and his family moved to
Bradley, a light .industrial and commercial city
with a population of about 750,000. Jeff was then

--.15.ears old. He completed his high school educa-..

tion ih Bradley, and his first job after graduation
was with a company that specialized in the in-
stal4tion.of,floor covering. For 8 years Mr. Morris
worked as an employee of that company. Then in
1965, he began his own business of subcontract-
ing with local floor-covering firms. He quickly de-
veloped his operation into a profitable venture. Mr.
Morris now says openly, "I was the best." He
hoped to continue expanding and event. ''y to be
come an independent contractor. Desr his suc-
cess, he decided in 1968 to accept an opportunity
to become the owner-manager'of an assembly and
repair services business that was in its formative
stages.

A New Company in the Ghetto

In early 1968, a black community development
group in Bradley had begun making initial contacts
with the local business community.for the purpose
of promoting the establishment of several busi-
nesses to be owned and operated by residents of
the inner city. One result of the ensuing discus-
sions was the founding of the Bradley ComMunity
Uplift Corporation (BCUC), an organization whose
mission was to promote minority business own-
ership. A second consequence of the meetings
between Bradley business interests and black
community leaders was an agreement to establish
an assembly and repair services business as their
first .inner-city project. A large national optical
equipment manufacturing company agreed to pro-

, vide the new venture with enough assembly work
to assure a satisfactory level of first-year revenues.
It would, in addition, furnish appropriate technical
and managerial assistance prior to and during the
initial period of operation.

The new company was incorporated as Diversi-
fied Services, and a board of directors was se-
lected from the promoting groups. Immediately,
BCUC and the board began looking for a qualified
individual from the minority community to own
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and operate the new company. It was at that time
that Jeff Morris became interested.

A friend, who was a member of the board, sug-
gested that Mr. Morris contact BCUC and declare
his candidacy for head of the new venture. The
board was looking for an owner-manager with an
educational background in business administra-
tion or a related field, as well as an appropriate
amount of bdsiness experience. Mr. Morris felt
that, although his business experience was prob-
ably adequate, the fact that his formal education
had ended with high school. would exclude him
from the board's consideration. Nevertheless, en
couraged by his friend, himself a successful busi
nessman, Mr. Morris presented his application to
the board and personally explained his back-
ground.

The ocoard was impressed by Mr. Morris' ex-
perience and success in the floor covering busi-
ness, as well as his confidence in his ability
to dea: with the responsibilities of the posh
tion under consideration. In the board's view,
those factors overcame his lack of formal educa-
tion in business, and within 4 weeks Jeff Morris
-was selected by the board as the man to sponsor
as owner-manager of Diversified Services.

Expectations

Mr. Morris intended to keep his floor covering
business operating on a part-time basis in order
to assure himself an income equal to that he and
his, family of four had known previously. The
board had set the initial salary of the manager at

000 per year, which was approximately
$2,000 less than Mr. Morris had been making.
However, Mr. Morris felt that, over the long run,
his opportunities might be greater in assembly
and repair than in the floor covering business,
since the latter was subject-to the extreme fluc-
tuations of the construction industry.

On the basis of the' optical manufacturer's esti-
mates, the board had projected first-year revenues
at $120,000. It was feltpat the optical assembly
work would provide a baselOrthe business, which
could later expand into assembly and repair of
other items for both commercial and household



use.-'Mr. Morris and the original promoters were
confident that the operation would grow to become
a substantial financial success and a major source
of jobs for the unemployed of the inner city. The
firm was to start with five full-time employees, all
drawn from the, unemployed ranks of Bradley's
ghetto.

Preparing To Open

Even before Mr. Morris had become involved,
arrangements for the initial financing of the ven-
ture had been concluded. A local bank agreed to
lend -$32,000, with interest at 71/2 percent and
repayment scheduled over a 10-year period. The
loan was secured by Mr. and Mrs. Morris' personal
gUarantee and a lien on all equipment The Small
Business Administration provided the bank with a
90-percent guarantee on its loan. BCUC advanced
$7,000 on a loan subordinated to that of the bank.
Mr. Morris' 'only investment was t , be in the form
of services rendered prior to actual startup.

A realty company offered space at a minimal
rate in a substantial building in order to help the
new minority business venture-A 2-year lease was
signed calling for a monthly rental of $240. The
building was in a somewhat deteriorated area of
the inner, city, but, Mr. Morris and others con-
cluded that this would not have an 'ill effect on
sales. TIle new company would be dealing directly
with manufacturers, and customers would not be
required to come to them.

Prior to opening, Mr. Morris participated in an
8-week training program sponsored by the optical
equipment manufacturer. The training covered the
technical aspects of- optical equipment assembly
and an introduction to related managerial pro-
cedures. The manufacturer also gave the initial
five "hard core" employees instruction in optical
equipment assembly.

In' August 1968, Diversified Services opened
for business. The company purchased $5,000
worth -A assembly and testing equipment and
spare parts worth about .$600. The remodeling
of the rented space-cost $10,000. Other startup
expenses were minimal, and the company started
with an initial cash reserve of over $20,000.

.,

Attempt To Diversify
c.

From August to December 1968, total revenues
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amounted to $19,000, and the business incurred
a net loss of $15,700. In view of the high initial
expenses, this was considered a satisfactory per-
formance.

In May 1969, Mr. Morris obtained through -his
own efforts a contract with a second optical equip-
merit company for a small portion of its assembly
work. Shortly thereafter an appliance eql,ripment
company, encouraged by one of the board-ditec=
tors, contracted with Diversified Services for the
assembly of a transformer used in one of its units.
Revenues for 1969 totaled $104,000, and a net
profit of $6,000 was realized. In December 1969,
Mr. Morris' salary was increased to $12,000,,a
year.

In May 1970, two more firms were added to
Diversified Services' list of customers. Mr. Morris
had mailed 700 advertisements to potential cus-
tomers, and the local power company had re-
sponded and contracted for the repair of certain
electrical components. Late a large computer
manufacturer also contracted for a...small. amount
of assembly work. However, no further businesses
responded to Mr. Morris' sales efforts.

In spite of the increase in customers, Mr. Morris
estimates that 80 percent of Diversified's revenues
still come from the original sponsoring corpora-
tion. Assembly work for the appliance company
accounts for about 10 percent, and the remaining
three customers account for the balance.

60

Progress in Spite of Problems

= Although Mr. Molds is pleased with the fact
that Diversified Services' sales and profits are
growing, he is far from satisfied. He feels that
several. specific problems have frustrated a full
realization of Diversified's potential.

Work FloifMr. Morris believes that Diversi-
fied's continued dependence upon one major cus-
tomer has increased operating costs and pre-
vented him from providing stability of employments
to the people he hires. At one point, during a
period of peak demand from its major customer,
Diversified's number of full-time employees grew
to 20. However, by September 1970, when that
customer's demand had ebbed, the number of full-
time employees had declined to 15. Mr. Morris
dislikes having,to lay off employees when the work
flow eases, and he has difficulty finding new em-



ployees when it again surges. N eless, the
work provided the other customers is not sufficient
to bridge the gaps in the optical company's work
requirements.

Employee InefficiencyMr. Morris advises that
during the early stages of his business'operation
his policy of hiring only the "hard core" brought
significant difficulties. He says that "85 percent

..of the new employees didn't last more than a
few months." Under these circumstances, he de-
cided that his business could not be run entirely
with low.quality labor. Accordingly, he raised the
hourly Wage find began looking for employees
who were more likely to perform satisfactorily in
their jobs. Although all of his employees are still
from the inner city, he now considers only two of
the 15 as being "hard core." Since he upgraded
the quality of his work force, his assembly re
jection rate has been pared from '20 percent to
12 percent.

Mr. Morris has been severely criticized by some
community progress groups because of his change
in hiring ctibes. He feels, however, that the
change was justified in that it was necessitated by
the hard economic realities of his business. Fur-
thermore, he is aware that if he were to be forced
out of business due to labor inefficiency, then
neither he nor Diversified Services would be in a
position to help anyone.

Training is conducted on the job and is the
responsibility of one of Diversified's employees.
The training in the technical aspects of assembly
and repair is not difficult and requires only a few
hours, plus on- the -job experience. Mr. Morris
feels, however, that the real challenge and eco-,
nomic necessity is to instill in his employees the
sense of responsibility and motivation that will
insure that they are a productive part of the busi-
ness.

Cost AnalysisMr. Morris feels that his most
pressing need is to renegotiate the per-unit rate
Diversified receives from its major customer for
'ssembling its equipment. The rate was estab.
fished before Mr. Morris was involved with Di-
versified, and for some time he has felt it was too
low. However, since he did not understand the cost
accounting analysis which was used to determine
the rate, he was unable to justify a rate renegoti-
ation. He discussed the matter with BCUC, but
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found it of little help. Finally, he hired a con-
sultant to undertake a complete cost analysis of
the assembly and repair operation. The consultant
explained the basis for tliedetermination of the
rate, and explained that he believed the cost of
overhead first used as a basis for calculating the
rate was underestimated by 50 percent. Mr. Morris
now feels prepared to request a renegotiation of
the rate in the detail and terms that will be mean-
ingful and convincing to his customer. The experi-
ence convinced him of the need to obtain qualified
accounting assistance on a continuing basis, and
he recently hired an accountant to work on.the
books and cost analysis for 2 weeks of each
month.

If the optical equipment assembly rate is re-
negotiated, Mr. Morris says he will then be able to
pay his employees a wage more in keeping with his
own concept of fair employment.

Personal Strains Running Diversified Services
has required Mr. Morris to work long hours, 7 'rays'
a week. Referring to his family life, Mr. Morris
says that "the business damn near broke it up."
First, there was little time to spend with the family.
Second, Mr. Morris had to take a cut in income to
enter the business. Finally, the uncertainties of the
business often caused worry at home. Although the
conflicting demands by family and business have
not been resolved, Mr. Morris feels that he has
been able to keep both family and business to-
gether through the most difficult' period.
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The Future

In mid-1970 Mr. Morris hired a shop foreman
whom he pays $800 per month. The foreman is in
charge of production, quality control, and main-
tenance, all responsibilities that previously were
handled by Mr. Morris himself. He now notes that
efficiency has improved substantially since he took
on the supervisory assistance. He now has more,
time to devote to administrative matters and to
the very important task of developing new custom-
ers for Diversified.

Jeff Morris believes that Diversified Services
has come a long way in its 2 years of operation,
and he realizes that he is in business today only
because of the assistance provided by the original
sponsoring company, BCUC, and his board of



directors. He is appreciative of their efforts
feels restricted because of his initial depend e

upon those groups. -
He has not yet been able to diversify sales suffi-

ciently to make the company truly viable and inde-
pendent of its sponsOrs. In part, this is because
he hasn't had the time to devote to finding new
customers. Partly too, however, he feels that it is

because Diversified's `board of directorsap-
pointed by the sponsoring organizationsis too
conservative in its policies, and tends to restrict
Diversified's expansion. ilf he can convince the
board, Mr. Morris is confident that with the con-
tacts he has made in the-past. 2 years and with the
experience he has gained he can diversify the
operation to live up to the company's name.

19. Community Contractors, Incorporated

In late 1967 Henry Jecksson decided that he
wanted to build a contracting business specializ-
ing in remodeling, refurbishing, and renovating
commercial and persor.al property in Carlton, a
city with several large, light industrial companies
and a population of about 500,000. For the past
3 years, on a part-time basis, he had been assist-
ing his friend, Frank Washington, who owned a
small contracting business. He had helped him
establish his one-man firm for doing repair work
in an apartment building Mr. Washington man-
aged, and had assisted him from time to time
with administrative matters. Based on this experi-
ence he had decided that contracting showed
enough promise to warrant abandoning his
planned career in engineering to start a new busi-
nessCommunity Contractorswith Mr. ,Wash-
ington.

Profile of Henry Jackson

Mr. SERsiiiiWailborn in 1939, the son of a long-
shoreman. He studied mechanical engineering for
4 years at a large university. After college he
accepted employment as a design draftsman with
a Carlton engineering research corn: any, where
he worked for 21/2 years. When this company
went out of business, he went to work as a me.
cbanical, designer for a large business machine
company. Following 2 years there, he worked in
similar capacities for two other engineering com
panies, the first for 4 months, and the second for
1 year. Having made his decision to join Mr.
Washington and establish Community Contractors,
he left the engineering firm in March 1968, to
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work full tifne as president and co-owner of the
new company. He says he decided to go into the
venture to escape being "pigeon holed" in engi-
neering and to have the oppc\rtunity. to earn a
better living.

When Mr. Jackson became president of Com-
munity Contractors, he was 28 y'rirs old, married
and the father of five children. le agreed to an
annual salary of $10,000, but expected to draw
additional compensation in the \ form of profit
dividends by the second year. \ His business
strategy at that time was to specialize in the re
modeling, and renovating contracting business.
He believed Cariion's larger corporations, utilities,
and financial institutions would ip his major
source of contracts. Although he expected com
petition from the area's large contracting firms,
he felt Community Contractors could be success
ful in underbidding them by operating with a
lower overhead. He projected reven\les for the
first year at $125,000 and for the second year at
$600,000. He anticipated hard work and long
hours but no significant problems.

Profile of Frank Washington

Mr. Washington was born in Florida. He at-
tended school through the 10th_grade and then
quit to work full time on his father's farm. At age
22, he left home to go to Philadelphia, there he
found a job as a shipping clerk for a printing com
pany. Six years later he had the opportunity to
move to Carlton, where he took over a deceased
uncle's job as manager of the Madison Apart-
ments.
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As manager of Madison Apartments, Mr:Waih-
ington learned howlb repair and renovate apart-
ments and small dwellings. In addition to working
for Madison, he bought two houses-in disrepair
and successfully renovated them. From this begin-
ning, he decided to work full time in contracting.

At the time Community Contractors was formed,
Mr. Washington was 36 years old, married, and
the father of one child. His primary reasons for
undertaking the busineaSs venture differed from
those of his partner. He wanted to create better
housing in Carlton's black community ("housing
is the most visible element of poverty and, decay
in the ghetto, and I wanted to change the
Scenery "). He also wanted to provide jobs for-Ake
unemployed arld needy. Further, with his limited
education and training, Mr. Washington felt that
self-employment represented the best oppbrtunity
for earning a decent livelihood.

Mr. Washington also perceived the new firm's
businesategy somewhat differently from his
partner. He felt that there was a good oppor-
tunity to contract for repair and renovation work
in the ghetto communities of Carlton since the
city's major contractors, whn were white, appal%
ently preferred not to work in the ghetto. He knew
some additional work would come from the Madi-
son ApartMents, whose owner had assured him
that he would give the new company repair and
renovation work. Apart from these thoughts,
he had no thin ideas as to exactly ..how Com-
munity Contractors would-attract other customers.

Mr. Washington expected Community Contrac
tors to earn revenues of about $150,000 the first
year and $300,000 the second, with the business
operating on a break-even basis for about a year
before it started-generating profits. He planned to
keep his job managing the apartments for the free
rent that it provided and to draw a $10,000 salary
from the contracting business.

As he viewed the future business operation, Mr.
Washington felt Community Contractors' biggest
potential problem was that as a black firm it might
have difficulty convincing, white property owners
and white suppliers to grant them impartial treat-
ment. ,

Business Startup

In December 1967, Messrs. Jackson and Wash
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ington purchased two badly deteriorated adjoining
buildings,pn Dalton Street, three-quarters of a mile
from the center of the city. They made a minimal'
down payment and financed the balance of the
$20,000 purchase price over 20 years. The larger
and better of .the two buildings was a dilapidated
apartment house. The partners planned to renovate
this building, locate their offices therein, and rent
out the remainder. The smaller building was also
to be made income producing, but only after the
larger was completed. Initially the smaller building
was t's'd as an office.

With renovation work provided by Madison
Apartments, Community Contractors was in busi-
ness. In addition to the two partners, there mere
three other employeesaa office assistant and
two carpenters, both of whom were friehds of Mr.
Washingtonillthe partndrs divided the managerial
tunctioristkigen them. As president, Mr. Jackson
agreed to take charge of all office operatiOni, in-
cluding business developMent, accounting, fi-
nance, billing, and office staffing. Mr. Washington
was to be in charge of all _field operations, super-
vising the work on all contracts, and assisting the
president in contract bidding by providing esti-
mates of time and materials required. They agreed
that since each had 50 percent of the stock, all
policy decisions would be made by mutual agree-
ment. Their personal investment was about
$2,000.

Financial Assistance

After unsuccessfully seeking financial assist-
ancefrom local banks, Mr. Jackson made applica
tion to the Small Business Administration in Feb-
ruary 1968. He requested a direct loan of $35,000,
the minimum amount the paftners agreed was
necessary to permit the business to start with a
satisfactory financial base. Shortly thereafter, Mr.
Jackson read about the formation of a local non-
profit community development group called the

Minority Community Development Corporation
(MCDC), whose principal goal was to aid minorities
to enter busineSs. He approached MCDC who took
up Community Contractors' cause and agreed to
assist the company in negotiations with a local
bankThe First Ce.:!ton Bankand the SBA. At
that time an abbreviated March 31, 1968, balance'
sheet for the firm showed total assets of $27,700,
including current assets of $2,500, land $4,200,
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buildings $17,700, machinery and equipment
$1,200, and miscellaneous_$2,100. Current lia-
bilities totaled $5,700 plus a longterm mortgage
debt of $17,900. The company's net worth was
given as $4,100.

By June the First Carlton Bank and the SBA
had approved a total loan package of $30,000, of
which $25,000 was to come from a direct SBA
loan, and $5,000 from a bank loan. The SBA loan
had been limited to $25,000, the maximum
amount available under its Economic Opportunity
Loan program, in order to permit faster process-
ing. The SBA loan carried interest at_51/2 percent__
and had a 10year repayment term. As security
the SBA required the personal guarantees of the
partners, a mortgage on the firm's physical assets,
and life insurance policies on both partners. Terms
on the $5,000 bank loan called for an annual in-
terest rate of 7 percent and repayment over a 5-
year term. As security the partners offered their
personal signatures, the pledge of certain assets,
and- life insurance policies.

The:First Carlton Bank disbursed its loan im-
mediately, but it was 5 months (November) be-
fore the SBA loan funds were received. However,
the First Carlton Bank provided interim financial
assistance by lending the firm an additional
$25,000. This was later repaid with the SBA funds.
In late November MCDC lent Community Con-
tractors $20,000, subordinating this loan to those
of the SBA and the First Carlton Bank. The loan
package totaled $50,000.

Business Operation

Mr. Jackson's efforts to obtain financing had
been enhanced considerably, by his successful
marketing efforts.' The first loan arrangements
were accomplished primarily on the strength of a
subcontract he had obtained from a larger com
pany. Under this subcontract, Community Contrac-
tors wto do repair work on houses acquired for
rental property by a civic group formed to pro-
mote housing for needy families in Carlton's inner
city. Similarly, the borrowings of late 1968 were in
part the result of Community Contractors' receipt
of a 12;month contract from the Carlton city gov-
ernment to repair housing found in violation of the
building code. Although his firm had. been the
highest of fOur bidders, Mr. Jackson advises that
the contract was awarded to Community Contrac-
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tors because the city felt that the other bids were
unrealistically low. The role Of MCDC in securing
any of the contracts is uncertain.

The year 1969 started well, with work provided
by the civic group, the Madison Apartments, and
the city of Carlton. However, the contract with the
city was by far the biggest. Work orders from the
city poured in at a rate two to three times greater
than the $125,000 yearly Total Mr. Jackson had
expected.

As business increased, the company hired a .

young project manager who proved to be very
competent. The office and fieldwork forces grew
considerably. Mr. Jackson hired his brother as
billing clerk, three office girls, and an accountant
to help with the administrative workload:Mean-
while, Mr. .Washington hired a considerable
amount of additional help to deal with the in-
creased fieldwork, and by May the field force had
reached a peak of about 50. Although the labor
force was large, only a few employees were salaried
since it was intended that the majority were to
work on an "as needed" :basis.

In spite of the large volume of business, Com
munity Contractors soon found itself experiencing
problems paying its bills and achieving a profit-
able operating position. MCDC provided assistance
in the form of short-term loans, but the firm's debt
climbed steadily to $37,000. At that point; al-
though MCDC refused to make further loans, it
did give further financial assistance by purchasing(
the company's accounts receivable. Here too,
though, MCDC eventually reached a limit of about
$50,000, which it felt should be the maximum
amount invested in any one business that it was
assisting. The First Carlton Bank then agreed to
give further assistance by financing accounts re-
ceivable and providing additional small loans. It
also hired Community Contractors to do renovative
work in its branch offices. The company had to sell
its receivables with recourse, however, and thus
was not relieved of the financial obligation to the
bank in the event its customers failed to pay. Yet,
even with all of this assistance, Community Con-
tractors' cash problems continued to mount, and
as early as March 1969, Mr. Jackson mentioned
the subject of still further financing to MCDC and
to the First Carton Bank.

Community Contractors' problems at this point
apparently stemmed from a number of factors but
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were in major part attributable to heavy labor
expenses. Mr. Jackson says, and outsiders agree,
that M . Washington was much too kind to his em-
ploy s, especially at times when the firm simply
cou not afford to pay fixed salarieS to a large
nu ber of fieldforce employees. Since its volume
of business was unpredictable, the firm hired
additional workers for the field force "as needed."
Furthermore, the bulk of the work ordersthe
Carlton city projectscame in the form of small,
individual repair jobs. One week there might be an
excessive amount of work, and the next week there
might ,be- little or nothing. However, since Mr.
Washington could not bring himself to lay of his
men when the workload slackened, the company
frequently ended up paying for a considerable
amount of idle tim3, with two or three men as-
signed to jobs that one could have done.

In addition, Mr. Washington was apparently so
much inclined to sympathize with the needs of his
employees, and so predisposed to overlook their
faults, that the company had a labor force bur-
dened with unqualified and incompetent workers.
Mr. Washington provided jobs, whenever possible,
for unemployed friends, relatives, passers-by, and
employment agency referrals. The practice seems
to have been that once a man was hired he was
there to stay, regardless of his ability, attitude or
the availability of work. Community Contractors
had a "no fire policy."

This labor problem was heightened by difficul-
ties inherent in thp Carlton City contract. Com-
munity Contractors was given work orders by the
city-only after the owner of a building (found to be
in' violation of the building code) had been given a
reasonable period of time in which to correct the
fault. Thui, many of the firm's repair projects were
done on order from the city, but against the wishes
of the buildings' owners. At times Mr. Washing-
ton's workmen would arrive at the designated
building only to be denied entrance either by its,
owner, or its occupants acting on direction from
the owner. If no other project was in need of work-
ers, their time was simply wasted.

Unwilling to lay off his employee's, but mindful
that they sjiouldn't be idle, Mr. Washington fre-
quently had his men fill their free time by working
on the company's small Dalton Street apartment
building. However, the actual effort expended
appears to have been minimal, since the building
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was still incomplet after Incurring140,000 in
labor and material mcpinses. In late 1969 MCDC
and the First Carlton Bank directed that no further
expenditures be made on C:e company owned
buildings.

Other factors also contr buted in some measure
to Community Contractors', problems, The city
was slow in paying for its work. With only one man
to oversee and personally examine the numerous
projects, and to negotiate the payment owed to

,Community Contractors, the backlog of payments
grew steadily. T1-2 firm apparently also had
troubles caused by underestimating its bids. This
was particularly harmful with fixed price work. In
addition, the company suffered from \the theft of
building materials by a few of its rriployees.
Finally, Mr. Washington says he believes Mr, Jack-.
son overstaffed the office, neglected to bill cus
tomers promptly, and sometimes failed 'to give
accurate or prompt estimates on contract bids.

Aware of Community Contractors' mounting
problems, MCDC recommended that the company
hire a qualified full -time accountant, Joseph
Peters, to keep its books and provide nformatioh
which would be helpful in dealing with the financlak
difficulties. Once hired, Mr. Peters produced an
income statement and balance sheet as of July 31,
1969, which clearly showed the dimensions of the
difficulties. For the first 7 months of 1969 the,
company recorded revenues totaling $189,000,
but had direct costs of $162,900 and additional
expenses of $66,700, for a 7month net operating
loss of $40,600. Major. items listed under expenses
included: officers' salaries (Jackson and Wash-
ington) $12,000; office salaries $15,500; payroll
taxes $10,600; insurance $6,000; interest $4,100;
temporary help $4,000; truck expenses $3,200;
and officers' life insurance $1,600. The July 31
balance sheet is summarized on page 58.

In the 16 months since March 31, 1968, Com
munity Contractors had ,suffered a decrease of
$56,700 in its net worth, and the sum of its lia
bilities exceeded assets by $52,000. A portion of
the offsetting growth, in assets can be attributed
to an inflated $t5,000 cost evaluation of the Dal.
ton Street properties, a result of accumulated
credits for the nonproductive labor time earlier
described. The company now owed the First Carl-
ton Bank $64,000, MC')C $37,000, and others
nearly $75,000 on obligations currently due; and
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ASSETS

Cash 1.900
Accounts Receivable (assigned) 61.600
Accounts Receivable (unassigned) 44.100
Inventory 40.000
Prepaid Insurance 3.900

.. Total Current Assets $171.50-0-

Net Equipment & Furnishings 10.900
Net Property & Improvements 65.800
Other Assets 800

Total Masts $249,000

LIABILMES & NET WORTH

Assigned Accounts Receivable $ 81,600
Notes Payable (First Carlton Bank) 64,000
Notes Payable (MCDC) 37.000
Installment Notes 7,400
Trade Accounts Payable 38.700
Payroll Taxes Payable 28.800

Total Current Liabilities $257,500
SBA Note Payable 24,300
Mortgages Payable 17,300
Installment Note 2.500

Total LongTerm Liabilities 44.100
Total Liabilities $301(52.6,600

Net Worth (deficit) 00)

Total Liabilities & Net Worth $249.000

it obviously had inadequate means and prospect; e
for making these payments.

Deeper into the Mire

In mid-1969 Mr. Jackson, working with MCDC
and the First Carlton Bank, made formal applica-
tion to the SBA for additiobal financial Assistance.
Moreover, it was, December. before they received
this aid, and during the interim things went from
bad to worse.

The partners, MCDC, and the bank were aware
of the business' many problems, but devised
noneffective means for resolving them. There Were
a number of confrontations between the two
partners during which the problems were dis-
cussed, but no, solutions of lasting effect came
out of these exchanges. In September, Mr. Jack-
son met with MCDC for a frank discussion of
the company's problems. Other than halting ex-
penditures on -the Dalton Street properties, the
only substantive result of the meeting was a sug-
gestion that one partner step down and accept a
position subordinate to the other. Neither partner
would do so. Community Contractors continued to
operate at a loss, the bills fell further into arrec.:--,
and many suppliers cut off their credit to the
company.

In late 1969 another problem became apparent,
one that would prove fatal. The city refused to pay
Community Contractors for much of its completed

work. T company worked/ through December
completrng its city projects. When the fin!l
summing up occurred, it showed nearly 1,500
work projects undertaken at a billing of about
$450,000. Of this amount approximately $155,000
had not been paid toCommunity Contractors:

The- precise details of hoW this complex situ-,
ation developed are not available. However, it ap-
pears..that there were two major factori involved.
First, it seems that the total cost of the repair work
done Linder the year's contract greatly exceeded,
the city's budgeted amount. Second, the city
questioned the amounts charged by. Community
Contractors. This apparently had happened regu-
larly with billings to the city, but the amount in
dispute was-usually minimal. That was not the
case now. In early. 1970, the city offered to clear
its account by paying $85,000 of the $155,000
Community Contractors 'demanded. The firm re-
fused the offer and proceeded to sue the city for
the entire sum. No one attempted to inter/el.:: in
the partners' behalf.

The city's refusal to pay was the final blow to
Community Contractors. In December the new
loan from the SBA was concluded, but inasmuch
as it had been designed only to refinance old
debts, the company did not obtain any relief from
its press:rig cash problems. The new loan was for
$50,000. Approximately $24,500 went to pay off
the original SBA loan. Most of the balance went
toward payment on the bank loans, with the re-
mainder taken up in loan closing costs.

For the next 3 months the company struggled to
stay alive. Without the city account, however, busi-
ness fell by nearly 50 percent. Supplies were diffi-
cult to obtain, and the bills kept mounting. It be-
came increasingly difficult to meet the weekly pay-

,. roll, and there were ,foreclosure threats from the
primary mortgage holder. Neither partner would
relinquish control without leavin' entirely, and yet
neither could leave because both were liable for
default on the company's financial obligations.,
Numerous meetings with MCDC and the First Carl-
ton Bank produced no possibility of further finan-
cial .ssistance without a significant revamping of
the company's managerial framework. Consider-
ation was given to a plan whereby (1) a board of
directors would be appointed subject to MCDC
and Firzt Carlton Bank's approval, (2) the bard
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would haie full authority to determine al com-
pany policies; and (3) Joseph Peters wo Id be
named manager. with complete power over per-
tonne! decisions. However, Mr. Jackson advises
that the plan fell through when it was decided that
it was impossible to avoid placing some liability
for. the company's. financial indebtedness on the
hew board members.

20. Prize Liquor Store

Richard Edwards and` Dive Torrell had been
friends since childhood. Mr. Edwards had gradu-
ated from college in 1961 with a B.S. in business
administration. He then served in the Army for 2
years. After his discharge he opened a restaurant
in Charleston, S.C., which wos his last duty sta
tion. He operated the restaurant for a year but
closed it because the State licensing body refused
to grant 'him permission to serve beer. Mr. 'Ed-
wards subsequently returned to Medford, his birth-
place, a large Eastern city with a substantial black
community. He began teaching in Medtord's public
schools. lir 1967 he left teaching and took a posi-
tion with a community development group which
was attempting to establish an office in Medford.
Mr. Edwards worked with the organization for
1 year until he became disenchanted with its
efforts to begin operations in the city.

\Opportunity To Enter Business

Dave Torrell who operated a retail liquor store
.
in

1
Medford had attempted repeatedly to interest

Mr\ Edwards'in a joint venture in the retail liquor
business. In the summer of 1968 Mr. Edwards'
diseryrantment with his community development
job coincided with his learning of the availability
of a liquor store on Baxter Street, a rioscarred
area of the inner city.

The riots of April 1968 had taken the heaviest
toll in the'13axter Street area, and the liquor store
was one of\ the many commercial establiihments
that had been looted. The store, however, had not
been set afire, and the owner was able to reopen in
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Community Contractors stopped work in Mar,ch.
1970, and closed its doors in April. A balance
sheet dated March 31, 1970, shows outstanding
liabilities of $377,000, including $165,000 owed
to the First Carlton Bank for nonpayment on as
signed accounts receivable, $49,500 owed to the
SBA, and $37,000 owed to MCDC. Henry Jackson
and Frank Washington are personally liable for
these debts.

the 'summer of the same year. Despite reopening,
he war,Zed to sell his business asissobn as possible
and move from the area. He felt that a white-
owned operation would be subject to even greater
risks than would blackowned businesses in the
area. pave Torrell approached Mr. Edwards with
the proposition that they join together and buy the
liquor store.

Mr. Edwards had been interested reentering
the business world since his short-lived restaurant
venture in Charleston. Because of his confidence
in Mr. Torrents knowledge of the retail liqucir busi-
ness, he 'decided that thii was the right oppor:
tunity to do so. Mr. Edwards considered himself to
be a hard worker, and as he decided, "If I work
as hard for myself as for others, I'll be rich." Hd
was interested in the liquor business only as a 4t/ep
to other ventures that would follow once a base
had been established and 'profits were being gene-
rated..,"I couldn't see myself just working in a
liquor store."

The partners felt that since they were black they
would not encounter the same problems as' the
prior owners or any other white person in-business
on Baxter Street. Mr. Edwar,.Is says, "I know: my
people; I wasn't afraid of the ghetto." Although
the partners felt they were safer because they
were of the same race as the area's residents, they
discussed how they would react in _case. of a civil
disturbanc:p. Aside froth the financial security that
insurance might provide, the partners intended to
protect their stock and the physical premises by
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meeting any looting with force, including the use
of firearms.

The business seemed a good one because of
the absence of competition. There had been sev-
eral liquor stores in the vicinity prior to the riots
but none had reopened. Indeed most of the com-
mercial establishments were still boarded up and
would require some renovation. Although .it was
apparent that other liquor stores would open
eventually, the two partners knew that for a period
they would be the only such retail establishment.

The white owner of the store was averaging
$8,000 per week sales; and Mr. Edwards ex-
pected that he and his partner would start at that
level and build up to $10,000 per week within the

-first 3 to 4. months. Once that level was reached
they intended to turn active management of the
store over to One of their employees. Both Edwards
and Torrell were intending to work a 40-hour week
initially and they, together with three full-time and
two part-time employees, would constitute the
sales staff. The three full -time employees all had
worked for the prior owner.

Mr. Edwardsbecame convinced that, given his
partner's background, the prospects for the ven-
ture were excellent, and in August 1968 the two
partners began to raise thefunds required for the
purchase of the .business. Based upon conversa
tions with the owner they estimated that $52,000
would be needed. As their personal investment,
each of the partners was to raise $10,000. *Mr..
Edwards was able to borrow $5,000 from a friend
and added that to $5,000'from his savings. Mr.,
Torre!l also otitained $10,000. Thirty-two thou-
sand dollars was the price of the owner's interest
in his retail liquor license, his fixtures, and the
goodwill. The owner accepted a "no down pay-
ment" purchase plan under which the partners
would pay the full sum over a 10-year period, with
interest- at the rate of 51/4 percent. The Youcir
inventory ('ad been allowed to decrease in size,
and at the time of purchase was valued at only
$15,000, which Torrell and Edwards paid for in
cash. After spending $2,000 for remodeling, Prize
Liquor Store opened with $3,000 cash on hand.

Initial Difficulties

Prize Liquor opened in October 1968. From the
beginning, Mr. Edwards worked much longei

6.

hours than he had anticipated. Instead of 40
hours, he found that the operation required
hours of his time per week. Mr. Torrell, because
his other business interests, did not have a set
schedule at the liquor,stOre. Mr. Edwards esti-
mates that at the outset/his partner was averaging
about 20 hours per week. In addition, Mr. Torrell's
wife, who had worked in her husband's prior
liquor store venture, worked from time to time.
With part-time employees, themonthly payroll was
close to $4,000. Rent was set at $350 per month,
and the payment to the prior owner of the business
was $344 per month. Utility payments totaled
$100. It soon became apparent to the partners
that the $30,000 ter month in sales that they
were approaching would not support the high fixed
costs being incurred. After the fourth month the
number of employees was reduced, and the
monthly salary outlay was thereby lowered to
$2,500.

In the meantime, the opening of two liquor
stores within one block of Prize Liquor began to
have an effect on sales. At the time of. Prize's
opening, a carryout and a TV repair shop were the
only other businesses on the block to have re
opened. The rest remained boarded up. But within
a few weeks two other liquor stores, both owned
by whites, had reinitiated operations. The nev;
competition gradually cut monthly sales at Prize
Liquor to $20,000.

Both of the competing stores became black-,
owned in the spring of 1969. Sales were further
depressed when one of the two new- owners
initiated a price war. Prize Liquor had %o choice
but to reduce ;Aces on a few of the faster moving
brands, but generally could not afford to match
its comeptitor's low prices.

The store had tarted with a minimal inventory
of $15,000, about $8,000 short of what the part,
ners thought their stor el. actually required. Even!
that level proved diffica to maintain because of
the initial problems of high filed costs,a;id lower
than expected sales. The decreased inventory had
a further depressing effect on liquor sales as the
partners were not ahle to stock the brands or
quantities needed. It-became apparent to Mr. Ed-
wards that his plan to spend 3 to 4 months in the
store before turning it over to another was un--
realistic.
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To, add to his other difficulties, Mr. Edwards'
worries were increased by the fact that Prize
Liquor Store's inventory was not covered by in
surance. The partners had contacted 12 insurance
companies, but not one was willing to provide
coverage in th riot - scarred area of town.

In May 196 the inventory and sales problems
worserfed when the firm was unable to make pay-
ments to some of the wholesale liquor suppliers.
As-a result, from that time on all purchases of
liquor had to be made on a cash basis. This re-
sulted in a further reduction in Prize Liquor's in-
ventor3f and an acceleration of the sales decline.

Mr. Edwards stopped.paying himself a salary
and instead took only- a limited amount to cover
personal expenses., Mr Torrelln began to spend
more time with the faltering venture.

A Final Attempt,/

Near thefipd of 1969 Mr. Edwards decided that
without`additionnl capital to stop its declining in-
ventory, Prize_Licluor Store would never recover.
He concluded that if he could raise $15,000 to,
pay existingdebts and increase the inventory, the
business could. be revived. He felt that he had
gained the requisite experience and knowledge of
the business to make it successful, given the proper
infusion of capital. Before attempting this, howi
ever, he decided that the partnership would have
to be terminated. Accordingly he offered Mr. Tor,
rell the opportunity to either buy him out or leave
the buiiness himself..., Mr. Torre!l consented to
being bought out, and an oral agreement was
reachedwhereby he would relinquish his interest
in return'for Mr. Edwards' promise to pay, wfin
the circumstances permitted,' the amount Mr.
Torrell.had originally invested.

Mil. Edwards approached the Small Business
Administration in early 1970 in order to seek their
help in obtaining'financing. The SBA had recently
changed its policy that had, prohibited its par-
ticipation in the financing of retail liquor stores.
He also asked several friends to consider becom-
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ing partners in the venture. However, his friepds
were reluctant because of the serious sales decline
the business had experienced.

The negotiations with the SBA dragged on, and
the business continued its decline, averaging only
$2,000 to $3,000 in sales per week. Mr. Edwards
drew no money from the business after January
1970. He laid off all his employees and began
working the store by himself in a last attempt to
accumulate funds to increase his inventory. His.
cash position became so critical that he was forced
to buy liquor in partial cases. Since this resulted in
the loss of his remaining discounts, he was -forced
to increase his prices. Sales dropped even "further.

The SBA loan was still not settled by July
1970, and Mr. Edwards decided to let the business

- terminate. In, August he discussecelirnficarious
situation with the previous owner, and the two.
agreed that there was no alternative but for the
previous owner to foreclose. Prize Liqua had only
a $2,000 inventory stock at the time of fore

_

closure.

Mr. Edwards believes the main reason for Prize
Liquors failure was the poor management that he
himself exhibited during the first 4 months of
operation. He had been relying on the experience
of his partner, wno, he considers, did not put in
sufficient time during the critical initial 4 months.
The high cost of the beginning payroll, plus Mr.
Edwards' inexperience, put the venture in a diffi-
cult position from the start. By the time he had
gained the appropriate knowledge and experience,
the venttire could not have been salvaged without
additional financing.

Mr. Edwards continuds to have an interest in
business bid. doubts that he will attempt another
venture in the next few years. If he does, he doubts
that it would be a partnership. He says that before
entering a new venture he would have a full
understanding of the requirements for success in
that business. He does not believe he can afford
another expensive on-the-job training course,
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21: Data Services Unlimited

Neal Hart was born and raised in Belmont,
where his father was a prominent citizen and presi-
dent of a sizable real estate company. Mr. Hart
graduated from an all-black college in 1956 with
a bachelor's degree in business adriiinistration.
After graduation he worked ,in New York for a real
estate company, and then served for 2 years in the
U.S. Army. Once out of the Army, he returned to
New York where, he worked 1 year for a large bank,
and another year for a large electrical appliance
manufacturer. In all these postcollege positions he
was employed as a methods and systems analyst,
a position which permitted him to become familiar
with the application of computer technology to
management information requirethents. He at-
tended numerous schools and institutes special-
izing in computer programing.

In 1969
t
Mr. Hart returned to Belmont to work

for the real estate company at which his father
was president. He stayed with the company, work-
ing with computer application and data processing
services, May 1969, when he left to devote
full time to his own company. While at the real
estate company he found time to earn a master's
degree business administration from, a locai col-
lege, to do a small amount of free lance data serv-
ices, consulting, and to write a number of maga-
zine and textbook articles on automated data
proceSsing techniques.

Ai early as 1960 Mr. Hart began thinking of
starting a data processing services company of his
own. He felt qualified to establish such a company,
ane he was convinced that there was an unfilled, -
need in the Belmont area for the services that it
Flouli offer. He felt frustrated with his career at the

/ real estate company, for he believed his advance-
ment to/ positions of greater responsibility and/
financial reward would always lag behind his
abilities. The real estate company had been in
existence for a long time, and its business and per-
sonnel Itpolicies were very conservative.,

He. his idea of a data services com-
pany with his father and various other business
acquaintances. They were not-encouraging. How-
ever, he was encouraged by Lee Williams, a work
acquaintance. Mr. Williams was a Phi Beta Kappa
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college graduate and was highly respeCted within
the real estate company for his busineSs capabili-
ties. Like Mr. Hart, he was in his midthirties, lack,
and eager to try a new business venture. T e two
decided to start the company together.-t=-

The two formulated a plan for t 4ir pro-
posed venture. The company would offe a wide
range of services related to ed data
processing, including consulting on systems
anall/is and design, data preparation apd process-
ing, 4nd professional training. it would start with
consulting since this was a logical xtension of the
free lance work Mr. Hart had been /doing on the

/ /
side t Next, the company would purchase keypunch

/
ancliNclata processing equipment and offer courses
in automated data processing. This would provide
the company with a source of data processing-
technicians and enable the parthers to' Nt_the

/ r
machines to work immediately, even before they
were able to find commercial customers who would
p u y data preparation and processing services.

I
The partners incorporated threir company, Data

Services Unlimited (DSU), with Mr. Hart as presi-
dent and Mr. Williams as executive vice president
and treasurer. In addition to

I
Hart and Williams,

I the board of directors included Hart's father and
four other Belmont businessm

/
en. All but two were

I black men. /

1

Financing and Expectations

Mr. Hart felt it would take 2 to 3 years before
OISU would be able to operate at a profit, and he

\
believed therefore that the initial capitalilation
should be sufficient to carry the company for that
period of time. After wotking out cash flow pro-
jections based upon a ariety of possible out-
comes, he decided DSU needed about $100,000 to
start. Accordingly he visited the regional office of

r.the Small Business Ad inistration to discuSs his
company's needs and p ospects. Encouraged that
the SBA would give failorablecOnsideration to a
loan guarantee appliq

Iation from a commercial
bank, he returned to Belmont and applied at the
local black-owned bank, the United Belmont Bank.
The loan\was approved.

The stockholders 'investad $8,000, and the
I

1

1!

70



United Be 'mint Bank advanced a loan of $95,000,
for a total initial capitalization of $103,000. The
bank loan carried a10-year repayment, with in-
terest at 8 percent. The. SBA gave the bank a 90-
percent repayment guarantee. Mr. Hart and Mr.
Williams gave their personal guarantees, pledged
ail of the company's physical assets, and took out
an insurance policy on Hart's life with the bank
as.beneficia ry.

rt did not expect significant sales results
ip the first year as neither he nor Mr. Williams
would be giving DSU their full attention, and the
services offered were to be added only one at a
time. They made no sales and profit projections.

Mr. Hart expected that the students for the
educational arm of the organization, called the
Belmont Schbol of Data Processing, would consist
essentially of yOung high school graduates who
did not intend to enter college. The customers for
the data processing services, he anticipated,
would be found among the larger companies in the
area which already had a keypunch operation of
their own, but nonetheless had overflow work that
could be done by DSU. Mr. Hart had made an
informal survey and was convinced there was an
unfilled demand.

Mr. Hart knew there would be competition, but
he felt DSU could overcome it. He believed the
demand for training in data processing in the
Belmont area was growing so fast that there was
room for another educational institution to add to
the three already in existence. With regard to data
preparation and processing, the nearest competi-
tors were in another city about 150 miles away,
and thus DSU should be able to provide the Bel-
mont companies with faster and more convenient
service. Further, if necessary, Mr. Hart was pre-
pared to charge somewhat less than his competi-
tors. The only potential problem he foresaw was
that as an essentially black-owned and managed
firm, DSU might have some difficulty in acquiring
the confidence of the white business community.
However, he believed his .well-known and highly
regarded family name would help overcome this
difficulty.

Getting Under Way

The company started operation from one of the
director's personal offices in early 1968. It was
expected that all the officers and directors would

,--
. --

continue with their regular employment, working
with DSU on evenings and weekends. Hart and
Williams each expected to put in about 40 hours
per week with DSU business. The others would
work as needed. Either Hart or Williams, or both,
planned to work for the company full time as soon
as the volume of business justified it.

Mr. Hart soon found a sizable (two floors andia
basement) semimodern brick building for rent. 'It
was located about five blocks from the center of
the city on a main arterial in one of the older corn-

,

mercial areas of Belmont. It provided easy access
for prospective clients and students, and had an
adequate parking lot. DSU signed a 1-year lease
calling for a Tonthly rent of $500. The building's
owners painted the interior, and DSU spent about
$3,000 on remodeling.

Other early expenses totaled about $6,000,
covering prepaid rent, insurance, furnishings, legal
fees, etc. The automated data processing equip-
ment was leased, and the initial stock and ma-
terials was minimal. There was $94,000 in cash
left, and DSU earmarked $69,000 for future work-
ing capital expenditures, $15 000 for investment
in certificates of deposit, and $10,000 for future
equipment purchases.

In Full Operation

The Belmont School of Data Processing opened
in September 1968. In November 1968 the com-
pany signed its first contract for keypunch services
with the local office of a national business machine
company. In February 1969 DSU added data
processing to its list of services and obtained a
cootract for com puter time billing. The initial train-
ing classes proved popular, and a variety of data
processing courses were scheduled. Other local
companies signed contracts for keypunch services.
With the increasing workload, in May 1969 Mr.
Hart left his position with the real estate company
to give his full attention to DSU. Up to that time
the company had ha° full-time manager, only
secretarial and part-time personnel. His salary was

-set at $1,300 per month. Later it was decided that
he should also receive a 5-percent commission on
any billings for which he was personally re-
sponsible.

As president, Mi. Hart devoted much of his
time at this ..arly stage to marketing. He promoted
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the school's courses primarily through newspaper,
radio, and TV advertising. The consulting, key-
punch, and data processing operations were pro-
moted almost entirely through Mr. Hart's personal
contact with prospective- customers. On a few
occasions other board mem bers'assisted with their.
personal contacts. Mr. Hart found the market for
DSU's services to be essentially as he had ex-
pected, although sales demand grew more slowly
than hoped. He also found that the quality of
DSU's services was comparable with that of its
competitors. _Prices were also comparable, as DSU
used what Mr. Hart described as a standard mark-
up of about 2to 2.1/2 times cost.

As business grew Mr. Hart found himself with
less and less time to spend developing sales. He
had to concern himself with directing ,the opera-
tion of the school, working on the service con-
tracts, and administering the office. Financial ad!
ministration required an especially large amount
of his attention. Sales growth slowed, and Mr.
Hart regretted that he had started without first
obtaining a number of assurances of contracts.

He worked hard to pare expenses and force the
company to operate without drawing on its cash
reserves except as absoMely necessary. He spent
a significant portion of each day staving off
creditors and worrying over DSU's daily cash in-
flow and outflow. DSU had no internal system of
accounting and no accountant, and this made Mr.
Hart's budgeting job more difficult. There were no
accounting records to provide a breakdown of the
company's actual expenses. Operation of the Bel-
mont School added to the financial problems as a
number of the students proved to be poor credit
risks. Many neglected to pay their fees once their
courses were concluded. This particular problem
was eliminated when the school adopted a "pay
as you go" policy.

DSU has had a high personnel turnover at all
levels of the organization, and Mr. Hart reports
that finding and training qualified employees has
been one of his most difficult problems. With a
continuing shortage of personnel, Mr. Hart advises
that he has regularly worked about 70 to 75 hours
per week, a demanding scheduli that would not
have been possible had his wife not been excep
tionally understanding.

The most significant of the personnel problems

which have troubled Mr. Hart has been the short-
age of managerial help. It had been planned that
three other officer-directors were to help part
but this did not work out. One was dropped from
the board of directors at an early date. More im-
portantly, in December 1969 DSU lost Lee

Williams. He accepted the vice presidency of a
sizable real estate company in Denver. Although
he remains a director of DSU, he is of little assist-
ance 2,000 miles away.

Restilts

With the difficulties above enumerated,- DSU's
sales and profit record thus far has not been par-
ticularly impressive. Sales for 1968, a short busi-
ness year for DSU, were only $13,000, and the
company incurred a loss of about $19,000. In
1969 sales reached $54,000, but DSU experi-
enced a loss of $44,000. For the first 9 months of
1970, sales were $135,000, while expenses
totaled about $165,000. However, the trend shows'
that the company improved its profitability
throughout 1970, and Mr. Hart reports that DSU
is now operating at the break-even point-The final !..z.,
results for the full 12 months of 1970 will -show a
net loss. However, with the company operating at a
profit in the closing months of 1970, Mr. Hart
projects that DSU will show a substantial net
profit in 1971:

DSU's recent breakthrough to a profitable op-
erating position seems to be explained by a num-
ber of factors. first, Mr. Hart hired a qualified
assistant and personnel manager who previously
had a small business of her own. She relieved him

a considerable amount of the administrative
burden he previously shouldered alone. This in
turn allowed him more time once again to pursue
sales aggressively and expand the company's
operations. He also hired an accountant who
initiated a bookkeeping system which provided Mr.
Hart with good cost information and, a daily cash
record. This permitted him to deal more easily and
quickly with the cash flow difficulties and contract
bidding problems.

Very crucial to DSU's eventual success was the
fact that its backers did not lose heart despite a
slow startup and early difficulties. Their analysis
of the company's situation convinced them that
there was a bright future over the long run. There
fore, they were willing to proyide additional invest-
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ment funds. During the difficult first 2 years they
put an additional $25,000 in equity into the com-
pany. Had this additional equity money not been
available, it is likely that DSU would have been
forced to close its doors. Its high level of initial
debt probably would have precluded it from ob-
taining further loans. As it turned out, however,
DSLI's prospects now look so good that the com-
pany is considering a private stock placement in
1971.

DSU's recent expansion has been impressive.
The'tompannow has five full-time salaried em-
ployees and about 40 hourly and part-time ern.-
ployees. The. BelmOnt School of Data Processing

now has a second training facility in_ another city,
and it offers 20 different courses in the areas of
data preparation, machine operation, program-
ing, and systems design and analysis. Other
operating divisions of DSU now include Computer
Services, Data Preparation, Management Services,
and Office Services.

Should DSU decide to accept additional in-
vestors in 1971, Mr. Hart intends to use the funds
raised to further expand both the company's
services and geographic market. In particular, he
wants to expand DSU's computer services divis. .

As a step in that direction, DSU plans to obtain its
own computer very shortly.

22. Lee's Continental Service

Alan Lee, born in 1930, came from a family
background of farming in the South. Alan himself
became a farmer after completing the 10th grade
at a country training school and farmed for the
next 10 years, from 1948 to 1958. Then, he "just
got tired of plowing" and found a job washing
airplanes at a U.S. military installation near his,
home. He was 28 years old at that time. He
worked for the Government for the next 8 years.
Then in 1965, because his mother was in need of
care, he quit his job and moved to Huntington,
Southern city of about 100,00'0.

The Service Station Business

Mr Lee enjoyed working on cars, and after he
Moved to Huntington, he was able to find work at a
Continental service station. He worked there from
1965 until 1967 and rose to tile positioncof assist-
ant manager. In 1967 a service station belonging
to another major oil company became available,
and Mr. Lee was successful in negotiating for-its
purchase. After attending the company's\school
for dealers, he began operating the station

The station was,part of a shopping center which
was 1 mile from the heart of the city, and on a
principal highway leading out of the city. The cen-
ter, located in a racially integrated area, was at-
tractive and in good_repair. !n the 9 months from

January to September 1968, Mr. Lee had sales of
$93,000 and a net profit of $3,000.

A Better Opportunity

In addition to Mr. Lee's station, there were five
other stations in or near the shopping center. One
of the stations, a Continenta!, was offered for sale
in mid-1969 when its owner was forced to close
because of poor health The Continental Oil Com
pany remodeled the premises while it was trying to
locate a dealer for the business.

Continental's local representative knew Mr. Lee
because of his earlier 2 years of employment with
the other Huntington Continental station. He con-
tacted Mr. Lee and encouraged him to enter
negotiations for toe purthase.

According to Mr. Lee, the Continental station
was in a better location than, the one he was
occupying. His station was not on the road itself,
but in the shopping center. The Continental station
was across the street from the center, on the
heavily traveled highway. Currently being re
modeled, the Continental station was in a better
state of repair and had more work and bay space
than Mr. Lee's. Thus, Mr. Lee felt that he had
"everything to gain" by making the transfer. The
new site was one of the better locations in the
city.
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Before deciding, Mr. Lee sought the advice of
his friendthe owner of the Continental station
where Mr. Lee had been an assistant manager
'and was encouraged to make the change. The
friend indicated to Mr. Lee that the prior owner
had been doing well and that business should be
'even better following the remodeling. Mr. Lee then
spoke to the prior owner, who confirmed that the
location was a good one and that his business had
been successful.

The competition that Mr. Lee would face in the
new location would not be different from that
which he faced at his current location. Across the
street from the Continental station was a strong
competitor, a white owner who had been in the
same location for more than 20 years. However,
Mr. Lee had successfully competed with him for
the patt year and was confident that he could do
so at the proposed location. He believed that,
given the proper location, the most affective means
of promoting business was by providing courteous
and reliable service. In his words, '.!a gas station
depends on the man himself." "If you treat them
right, they'll come oack." Furthermore, Mr. Lee
felt that he would be able to attract the regular
customers that he had developed at his own gas
station. He concedes that had the station not be-
come available he would have been content to stay
at the first location.

Convinced that it was an opportunity to step up
in the service station business, Mr. Lee entered
negotiations for the dealership of the newly re-
modled station. The oil company agreed to grant
Mr. Lee the dealership, and he accepted.

Mr. Lee believed that as soon as he opened for
business he would be generating profits. He pro-
jected sales of $15,000 per month, at the start.
This was $5,000 above the monthly average of his
own station, but Mr. Lee felt that the figure was
realistic because of the advantages of the location.
Based on the $15,000 in sales, he anticipated a
personal draw of $1,100 per month. Eventually, he
hoped, the station would reach monthly sales of
$30,000. To make the business reach its potential
Mr. Lee intended to work at least 12 hours per day
and to hire the two full-time employees from his
old station, as well as two part-time employees,
who would each average 3 hours per day. Mr. Lee
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foresaw no difficulties. Indeed, he expected fewer
problems than he had at his first station.

Mr. Lee calculated the financing requirements
at about $6,000. He would provide $650 from his
savings, as well as about $1,200 worth of tools
that he had purchased for his first station. A
brother agreed to loan $1,000, and the remainder
would come from $2,800 worth of credit provided
by the company for the initial load of gasoline.

Open for Business

Mr. Lee attended the Continental dealer's
school, the second such school he had attended
in a little over a year, and in October 1968 opened
Lee's Continental Service.

Mr. Lee spent $1,500 on a small initial stock of
goods, paid the required fees and costs for
licenses, and opened the business with only $50
in'casrh.

During the first 2 months of operation, Lee's
Continental. Service averaged just over $10,000
per month in sales. Monthly gasoline sales, at
23,000 gallons, were not far from the 24,000 gal-
lons that hey had hoped for. However, total dollar
sales were significantly -below the $15,000 pro-
jected. After 6 months of operation, gasoline sales ,

reached 25,000 gallons per month. Nevertheless,
total dollar sales remained substantially below the
'15,000 level. Mr. Lee was unable to attract
sufficient repair work or to sell enough accessories
to reach his sales goal.

Maintenance of a proper inventory was very
important to Mr. Lee's competitive position. Both
the station across the street and his own relied
upon courtesy to keep customers coming back.
However, courtesy by itself wasn't sufficient to
hold, much less expand, the trade. All too often Mr.
Lee had to turn customers away because of the
inability to provide a requested item from his in
adequate inventory.

The Decline

In January, sales at Lee's Continental dropped
below $10,000, to $9,700, and in February sales
were but $7,200. In March, they registered a slight
increase to $8,600. In that month it became ap-
parent to Mr. Lee that his low amount of working
capital would have to be increased if the inventory
was to be brought up to the appropriate level.



Because of personal preference and because of his
inability to buy on credit, Mr. Lee had always paid
cash for his purchases. His inventory management
was of the simplest kind"When I had money, I
bought."

Meanwhile, Mr. Lee began to experience prob-
lems 'because he had been extended credit on a
personal basis for repair work. Credit services
were provided through several credit card systems
in addition to that provided by the Continental Oil
Company. Nevertheless, Mr. Lee also made sales
on personal' credit to some customers. He soon
discovered that the extension of personal credit
further hurt his .crash position, as payments were
often delayed beyond the time in which credit
card sales are reimbursed. Additionally, a sub-
stantial amount of the money owed him for repair
work proved uncollectable. Mr. Lee also lost the
patronage of those customers to whom he had
extended personal credit, but who had not paid.
Because of their outstanding bills with Mr. Lee,1
they began trading elsewhere rather than be re-
quired to face him and explain why they had not
paid. , °

In March 1969 Mr. Lee approached a local bank
in an attempt to secure a $5,000 loan. The bank
refused the loan because of Mr. Lee's lack of
collateral. A short while later, he received a similar
response from a second bank. In the meantime,
monthly sales remained under the $10,000 level,
with the 3 months from April to June registering
sales of $8,600, $7,900, and $7,700. -

A Chance for New Money

In mid-1969 .Mr. Lee was approached by the
Huntington Business Development Council
(HBDC), a local organization formed to promote
minority ownership of business. With its help he
prepared an application to a local bank and the
Small Business Administration for a loan of
$7,000. The bank agreed ,to grant the loan pro-
vided it received an SBA 90-percent repayment
guarantee. The appropriate application, was then
sent to the Small Business Administration. -

In the fall the SBA returned the application to
Mr. Lee for certain corrections in form. Both the
bank and the SBA, however, had by that time
agreed in principle to make the loan of $7,000.
Having a tentative approval of that amount, it was
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decided by the assistance organization and Mr.
Lee, wit', the bank's, concurrence, to increase the
request to $10,000.

Mr. Lee, in an attempt to keep the business going
Until the lOan was approved, reduced the number
of his employees by laying off one part-time and
one fulltime man. This cut his expenses by $100
per week. Over the life of the business he had had
significant problemi finding and retaining quali-
fied employees. Employees generally,were located
through friends or acquaintances and all had had
previous experience in the service station busi
ness. Nevertheless, Mr. Lee was forced to fire two
for taking money and materials, and others because
their abilities were neither those that the station.
required nor those that they hrld indicated upon
applying for the position. The.problem of finding
qualified mechanics was especially critical since
a service station's profits largely depend upon the
revenues from repair work. Absenteeism and tardi-
ness were elk frequent problems with several of
the employees.

Toward the year's end, the SBA refused the
revised application for the loan because Mr. Lee's
collateral was insufficient to cover the increased
amount. The local assistance organization sug-
gested to Mr. Lee that he resubmit a loan applica-
tion for the previous amount of $7,000. Mr. Lee,
who by that time had been negotiating more than
9 months for a loan, declined. As he now says, "he
was tired of fussing with it"

The End

Monthly sales for the last half of the year did
not top $7,000, and for one of the months dropped
to under $3,000.

Because of his lack of working capital, Mr. Lee
began to use withholding taxes .to pay current
debts. Consequently, prior to the end of 1969, he
had an outstanding debt to the Internal Revenue
Service of over $3,000. Bills became increasingly
difficult to pay, and eventua!ly Mr. Lee was forced
to obtain refinancing for a wrecker that he had
purchased shortly after opening.

Mr. Lee managed to keep the station open for a
few more months, but in June 1970 he closed and
moved his equipment to a garage in an old build-
ing that once had served as a gas station. He now



has a repair shop in which he does motor over
hauls and body work. He says that unless he ob.

23. Davis' Quality Carryout

Haywood Davis was born in North Carolina in
1906. In 1925"he began his first business venture,
a refreshMent stand in Philadelphia. He sold the
business, which he says was a success, in 1929.
Forty years later he opened his second business
operation, a food service named Davis' Quality
Carryout, in Kingsville, a Northern city of approxi-
mately 550,000 population. In between those two
ventures Mr. bavis became a master chef, and by
the time he opened the carryout in 1969, he was
considered to be one of the most experienced
chefsjn town.

Mr. Davis has been a cook and chef ever since
leaving school after the ninth grade. He was the
youngest chef/cook on the New York Central Rail-
road in elf ys when some of the finest cuisine of the
country was to be found in the railroad dining car.
After leaving the railroad, he began a long career
of preparing fine foods in restaurants and private
households of Kingsville. From 1958 to 1962 he
was assistant head chef at one of Kingsville's
most frequented dining spots. In 1962 he became
head chef at an equally popular and elegant res
taurant outside of the city.

Mr. Davis, in the early 1960's, decided that he
was ready to return to the world of business after
a 40year abserice. He was confident that his
solidly established reputation as a chef would in
sure a good start for a venture. After considering
the alternatives, Mr. Davis decided to enter the
retail food business with his own carryout shop. In
addition to carryout food service, Mr. Davis
planned that the new business venture would be a
base of operation for the preparation and market-
ing of salad dressings and other specialty items
that ha had dev*eloped during his long career. In
1963 he began preparing several such items at
home and marketing them on a small scale. For
the next 6 years Mr. Davis looked for the oppor-
tunity to open his carryout, but he was precluded

tains sufficient initial financing, he will not return
to the gas station business.

from doing so by his lack of capital and the
general unavailability of other sources of financing
for minority persons.

Finding the Funds

In 1968 a local group was formed for the pur-
pose of promoting the entry of blacks and other
minority group members into the business world.
The organization, called the Kingsville Minority
Business Corporation (KMBC), began providing
assistance to several black businesses in mid-
1968.

Learning of this possibility in the fall of 1968,
Mr. Davis approached KMBC and with their advice

'and assistance applied to a local bank for a loan
of $49,000. The bank was reluctant to grant such
a sizable loan because of Mr. Davis' advanced
age of 64, his relatively high fixed monthly obli-
gations of over $250, and his record of minor
difficulties with personal finances despite a yearly
income of $10,000. However, in early 1969 the-
bank tentatively agreed to a ;ban of $24,000. The
loan was to carry a 90percent repayment guaran-
tee from the Small BusinesiAdministration. Terms
of the loan called for repayment over a 10year
period at the rate of $285 per month, including
interest of 71/2 percent. As part of the security
requirements the bank and the SBA requested that
an insurance policy be taken out on Mr. Davis'
life. In addition to 'arranging the bank financing,
KMBC agreed to provide $4,000 on a loan sub-
ordinated to the bank's. A private investor found
by Mr. Davis agreed to provide $2,000. The total
loan package was readied for approval pending
the purchase of an appropriate amount of life
insurance. Mr. Davis invested $2,000.

Because of Mr. Davis' age, the purchase of an
insurance policy on his life proved difficult. The
applicable premiums were costly and would have
constituted a significant burden for the new busi-
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ness. KMBC volunteered to assist in finding a
policy at a reasonable cost. Final approval of the
loan was delayed until the required coverage could
be obtained.

The Location Selection

While the loari and insurance negotiations were
proceeqing, Mr. Davis selected a location for his
carryout business on the vacant first floor of a
two-story brick building. It was on a main arterial
in the heart of a Kingsville ghetto. Many com-
rziercial establishments were located on either
side of the heavily traveled street, and the building
Was located only one block from one, public high
school and four blocks from a second. Mr. Davis
believed the bUsjness could be sustained by the
high school trade alone. He did not fear conipe-
tition from the other lOcal carryout, which sold,
only fried chicken.yr. Davis intended to sell a
wide variety of items, including the only footlong
hot dog in Kingsville, and what he considered to
be a delicious pepper steak. Aside from the local
and high school trade. Mr. Davis ,believed that his
reputation in the city would attract people to his
carryout.

The bank supported Mr. Davis' choice of loca
tion, stating in a letter to KMBC that "the location
of the restaurant appears very good, withvirtually-
no competition in the surrounding area." Mr. Davis
rented the first floor of the building in'early 1969.

Preparations To Open

Two months and $500 in rental payments later,
the $28,000 bank-KME C-SBA loan package was

fin-ally approved. A life insurance company had
made an effort to arrive at an agreement that
might be acceptable, but the premium was still
prohibitivelyahigh. With KMBC's urging, the bank
and SBA finally dropped the life insurance re-
quirement.'

The building required extensive repairs and re-
modeling to make it suitable for the operation that
Mr, Davis intended. The estimated cost of work
to be done, as submitted in the original proposal
and the loan application; was $8,000. Neverthe-
less, over the next 5 months Mr. Davis invested
oVer $15,000 in putting the building in the con-
dition that he desired. In addition, he paid another
$1,250 in 'rent while waiting for the work to be
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completed. Other necessary expenses included an
investment of $7,000 in kitchen equipment and
the purchase of materials, supplies, and an initial
stock of food goods. Mr. Davis was left with
$2,500 in cash at the time of opening.

Mr. Davis anticipated an expansion of his opera-,
tion within a short time by opening a second
carryout. For the longer run he envisioned a chain
of franchised carryouts. He also believed his carry-
outs would help in the sale of his dressings and .
sauces which had come to be the trademarks of
his cooking.

With the help of a large restaurant that donated
itc services in planning the venture, Mr. Davis pro-
jected first year sales at $100,000. Twenty-five
percent of that amount was projected to come
from the wholesale marketing of the dressings and
sauces. No profit was expected the first year, but
Mr. Davis did set a $200 per week salary_ for him-
self.

Mr. Davis and his wife intended to provide most
of the labor forihe venture. Each intended to put
in up to 16 hours a day, which was the amount
of time they estimated would be necessary to get
the business off the ground. In addition, their
daughter was to work 40 hours per week. Finally,
one port-time employee was to be hired for
weekends.

Open for Business

Davis' Quality Carryout finally opened in August
1969, 7 months after renting the building. Sales
during the first few week, although under the
estimates, were good, at times reaching $200 a
day. However, they declined steadily during the
fall of 1969, and it became apparent that the high
school trade was insufficient to support the ven-
ture. Business was very much tied to the weather,
and sales vanished with- inclement weather as the
students chose to eat in the school cafeterias.
Indeed, Mr. Davis considers that his principal
source of competition was the schools' food
ice facilities.

The trade from outside the immediate area did
not develop as anticipated. There were no parking
facilities other than a limited number of spaces
located on the street. Additionally, Mr. Davis feels
that people who might have been his customers
were discouraged by theirjear of the shOp's ghetto
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location. Further, Mr. Davis was never able to de-
velop the wholesale dressing and sauce portion
of the business beyond the small scale that he had
achieved previously with his homebased operation.

. Mr: Davis says that he "tried everything" to in-
crease sales. He had been listed in the yellow

. pages of the telephone directory, and he began to
achiertise in the newspaper and on radio. Later he
offered specials on certain menu items. He asked
for advice from KMBC, but they were unable to

. provide any solutions.
Overhead expenses proved high, with rent at

$250 per month and utilities at about $300.
Monthly salaries were set at a total of $1,300 for
Mr. Davis, his daughter, and the weekend helper,
although Mr. Davisat no time drew the full amount
of his $800 share. In addition, of course, there
were large monthly loan payments to meet.

As business declined and working capital
dwindled, the sales problem was compounded by
Mr. Davis' inability to maintain sufficient quanti-
ties of food to be used in preparation of all items
on the menu. Furthermore, he was unable to take
advantage of wholesale buying.

B.;:iness Failure

In early 1970, insufficient sales caused Mr.
Davis to miss payments on some of his obligations.

24. Conner Photocoloring.

Nancy Conner was born in Wakefield, a Southern
city of 100,000. She left high school after com-
pleting the 11th grade, and for the next 7 years
held several jobs as a wig stylist and beauty shop
attendant. In 1966 Miss Conner, then 23 years
old, began work as a packer in the shipping de-
partment of the local office of a national photo-
graphic company.

Among the company's products were oil colored
portraits. The oil coloring process consisted of
using oils to provide background and highlights to
photographs. The company contracted for oil color-
ing on a piecework basis with individuals in Wake-
field and other cities of the State. Viewing this as

He returned to the bank, and with KMBC's help he
was granted an additional $4,000 as a stiortterm
loan,. Most of the proceeds from the loan went to
cover Mr. Davis' existing debts. Shortly thereafter,
KMBC suggested to_Mr. Davis that he sell the
business. Although one individual did attempt to
purchase the carryout, it developed, that he could
not raise the required capital.

In March 1970, 8 months after opening for
.business, Mr. Davis was forced to close the doors
of Davis' Quality Carryout. .°

Mr. Davis now recognizes three mistakeS" which
he thinks led to the closing of the brAiness. the
first was his dependence on the high school trade
to support a business with high fixed costs. Mr.
Davis feels that the business could have been
rescued by picking it up and putting it doWn in
another area. Finally, preopening expensesrent
and preparation of the buildinghad reduced his
available cash to a critically low level, permitting
no leeway for startup difficulties.

Although still in debt, Mr. Davis would like to
attempt another business venture, possibly a
catering service. He is also considering selling the
recipes to his sauces and dressings. In the mean-
time, Haywood Davis is once again preparing fine.
foods as head chef in one of Kingsville's better
dining establishments.

an interesting activity and possible means of in
creasing her income, Miss Conner learned the
basic skills from a friend. In the fall of 1967 she
became one of several individuals contracted by
the company for the oil coloring piecework. Miss
Conner continued to work her regular shift as a
packer and did the oil coloring on her own time
at home.

Decision To Start a Small Business

The photographic work of the company was tied
to the high school and college portrait market.
The demand in that market was seasonal, with the
greatest period of activity coming from September
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(
to' June Whelith-FIEliaols were in session. During
the 1967-68 school year, the demand for Miss
Conner's oil coloring services exceeded the time
she could spare on a part-time basis. Her sister
encouraged her to leave the company and devote
full time to her own small buiiness of photocolor-
ing. To help her do so, Miss Conne'r's sister in-
formed her of the activities of the Wakefield
Business Development Office (WBDO), a new
organization formed' specifically for the purpose
of helping minority individuals to enter business.

With that possibility in mind, Miss Conner, in
the summer of 1968, took a 1week course in oil
coloring at a local technical institute. In the fall
she decided to quit her regular job and start a
photocoloring business.

Miss Conner had no background in business.
In fact she did not view her self-employment under-
taking as a business venture in the usual sense.
Rather, she was responding to what she viewed
as an opportunity to better hey economic status.
She calculefed that she could earn more doing
photocoloring full time in her home than as an
nourly wage employee in the photographic corn-
pany's packing department. .

Financing and Expectations

Durinct the summer of 1968 Miss Conner con
ferred with WBDO. They were encouraging and
offered assistance in organizing the business and
in securing the initial financing.

Miss Conner had attempted to obtain a bank
loan, but was turned down because of her lack of
buSiness experience and collateral. WBDO sug-
gested that she try to secure a direct loan from the
Small Business Administration, and it helped her
prepare an application for $2,000. An SBA loan
for this amount, with repayment scheduled over a
5-year period, was approved in the fall of 1968.

Miss Conner invested about $1,000 in a draw-
ing table, lights, and oils to supplement the limited
materials left from her part-time photocoloring
work. She had $1,000 remaining as an initial cash
reserve.

WBDO also assisted Miss Conner by helping her
reach an agreement with her prdvious employer
wherein he promised to sub. her, during most
of the school year, with 1( to 150 prints for
cofOring per week.

71

79

Miss Conner was also promised work by a
black photogtapher who had just established his
own small photographic studio: Me indicated that
he would try to provide up to 75 prints per week.
Miss Conner believed she would also be sable to
obtain a small amount of business arising from
the summer wedding trade. This would be im-
portant to sustain the operation during the slack
period when the schools were in recess.

Since the business was to operate out of Miss
Conner's home and

.she was to be the only. em-
ployee, fixed expenses would be insignificant. She
intended to put in the time required to complete
all the work orders that she might receive, and
she estimated that this would amount to a mini-
mum of 40 hours per week.

Miss Conner anticipated no significant prob-
lems in relation to the operation of the business.
Although other individuals were providing the------
same oil coloring service, her experience with the
5art -time work led her to believe that there was
enough work for everyone. DUring the previous
year she had demonstrated that the quality of her
work was competitive. There was, no competition
on price-as standard rates were set by the com-
pany. Prices for photocoloring ranged from $1.0Q
to $1.50 per print, depending upon the size of the
photograph. It was calculated that revenues for
Miss Conner's first year would reach $6,000. Costs
would be minimal, approxi.mately $200 for ma-
terial. Thus she expected to be able to retain, after
loan payments, approximately $5,0C:: in salary
and profits.

Business Failure

In November 1968 Nancy Conner opened for
business as Conner Photocoloring. The photo-
graphic company began supplying her with prints,
but in lesser quantities than had been anticipated.
The black-owned photographic studio was unable
to supply her with any regular orders. In fact, that
business itself failed shortly after opening. Conner ,
Photocoloring's sales for November and December
1968 totaled $900.

Miss Conner attempted unsuccessfully to solicit
new business from photographers and photo-
graphic studios in Wakefield and in neighboring
communities. She sent an initial letter of intro-
duction, and then placed a followup telephone call.



\ She concedes that she was probably not an effec-
tive saleswoman. None of the individuals or studios
contacted were willing to contract with her for her
photocoloring services.

Conner Photocoloring was left totally dependent
.'upon the piecework supplied by Miss Conner's
former employer. Miss Conner feels certain that
the company,provided her with all the work that it

co\uld. However, its work orders dropped steadily.
The problem apparently stemmed from the fact
that the demand for oil colored portraits had
diminished drastically.

Gross receipts for the first 6 months of 1969
wereonly $1,400. Expenses were $300, excluding
Miss Conner's draw.

Miss .Conner ascribes the lack of sales to a
change in taste among the purchasers of photo-

25: Eastside Pharmacy

James Fields and Leon Marshall are pharma-
cists. They are now 37 and 48 years old, respec-
tively. Both are married and have families.

In the late\ 1950's both came to Conner, an
Eastern industrial city with a 'population of
400,000. They met and became friends while
working for the Thomas Drug Company. Thomas
was a large retail drugstore chain with outlets
throughout the pity. Both men did well as com-
pany employees:, By the middle 1960's Mr. Fields

- had progressed tp the position of manager in one
of the stores. Nevertheless, both Mr. Fields and
Mr. Marshall began to face up ,to the reality that
they had gone as far as they could as employees.

Neither Mr. Fields nor Mr. Marshall came 'from
families with business backgrounds. They had no

-friends or `acquaintances in business to provide
them with insight, adVice, or encouragement about
the business world.\ However, as Mr. Fields ex-
pressed it, "the object of every pharmacist who
ever graduates is to have his own pharmacy." Mr.
Marshall felt that even as a registered pharmacist
there would be no further advancement for him in
a white -owned firm.

graphic portraits. Although oil colored portraits ,
were much in demand when she began her color-
ing work on, a part-time basis, within 2 years that'
demand had given way to a preference for natural
color photographs. She feels certain that the
photographic company would have honored its
promise to provide her with work had its oil
portrait business remained stable.

Sales during the summer of 1969 were negligi-
ble, ana in September Miss Conner concluded that

o she could not live on the income her business was
producing. She Went to work as a dark room as-
sistant at a photographic studio.

Despite its brevity, Miss Conner says she found
her attempt at business enjoyable. Her one regret
is that she attempted the venture with borrowed
money and therefore now finds herself still required
to make the monthly payments on her SBA loan.
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Opportunity

Although the men thought about and discussed
a partnership as early as 1966, it was not until
1969 that a specific opportunity to start their own
drugstore presented itself. At that time Messrs.
Fields and Marshall 'earned of the death of the
owner of a drugstore located in a lower middle
income area about 1 mile fr"om the center of the
city. The drugstore had been reasonably success-
ful and drew its trade substantially fromithe neigh-
borhood residents. Although the men had planned
eventually to open a new store in another area
which had just undergone a renewal project, they
concluded that the opportunity to buy an existing
business was worth exploring.

The partners learned that the location they were
now considering was incorporated into urban re-
newal projects to be initiated within the coming
year. However, upon investigating the extent of the
enewal plans, they concluded that their proposed

operation could absorb' the drop in sales that
would result from the dislocation of families who
normally would patronize the pharmacy. They
a:isbmed that the area's population would return

o
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to its previous level after completion of the con-
struction phase of the project. If they could hold
out in the interim, the, difficult times would be
over.

The closest competing pharmacy was seven
blocks away. Two other pharmacies were Within
10 blocks. Nevertheless, the partners felt that
the established trade of the pharmacy minimized
the problem of competition. Furthermore, it was
their judgment that competition was normal in
the retail pharmacy and drugstore trade, and that
there was enough business for all the stores on
that side of town. The only other black-owned
pharmacy in the city was'on the (Aber side of the
metropolitan area.

Finally, the partners checked the financial rec
ords of the deceased pharmacist. The examination
confirmed their, belief that the drugstore could be
successful. They concluded that, even with the dis-
ruption caused by the urban renewal project, first-
year sales could reach $250,000 and produce a
small profit of $3,000. They estimated that this
volume of buliness would be sufficIt to allow
a salary of $13,000 for each partner.

Having considered the important aspects of the
drugstore and its location, the partners ap-
proached the deceased man's family with an offer
to buy the business. The family accepted.

Getting Started.

In order to obtain financing for their venture,
the partners approached a local organization,
Minority Business Prnmotion Corporation (MBPC),
which had been E ,olished to aid minorities
achieve a greater share of business ownership.
MBPC accepted the partners' application for as-
sistance and agreed to help locate and arrange
the necessary initial financing.'

The prior owner's family had agreed fo a price
of $25,000 for the building and land, and an addi-
tional $25,000 for the existing inventory, fixtures,
and good will. MBPC and the partners contacted
a local bank and the Small Business Administra-
tion, setting fourth their proposal. Eighteen
months after their initial contact wih MBPC, the
partners' loan application was approved. The bank
agreed to a 10year loan of $36,000, with interest
of 91/2 percent. The SBA provided a 90percent
repayment guarantee. Each partner invested an
additiusla! $3,500.

The purchase of the building and land required $
an ;nit;al payment of $5,000, and the $20,00b -

balance was financed over 10 years.,No remodel- .

ing was required, as the building ,and adjoining
parking lot were in a good state cf repair; After
paying $25,000 in cash for the gOod Will, fixtures,
and inventory, the partners .were left with over
$10,000 as an initial cash reserve.

To staff the business, the drugstore was to em
ploy two full-time and nine part-time workers in
addition to the pharmacistpartners. Sche,flules
were drawn up wherein each partner was to work

.40.to 45 hours per week, alternating shifts so that
one partner would be in the store at all times. By
so doing, there would be 'no need to hire another
licensed pharmacist. "
Business Op( ration

Eastside Pharmacy Opened fori business on
March 1, 1969. InitiQl sees were comparable to
those recorded by the previous owner.

About 3 to 4 months later, Eastside begah to'
experience a decline in soles as the urban re-
newal authorities started displacing many of tile
neighborhood residents.'

Sales declined slowly through the remainder
of 1969 and the early months of 1970. Records
of the first 12 months of operation show that gross
receipts of the business tofated.$2201000, 12 per-
cent below the original projections. 'IQ small loss
was incurred.

Sales continued to decline in March and April,
the first 2. months of the second business year,
and then remained at the $17,500 level. This was
encouraging since a pharmacy nbrmally experi-
ences a decline in sales during the summer,
months., It was apillrent to the Partners that the
residertial base iry the renewal area 'was being re-
established. In 'October, sales climb,ed.to t
$19,000, and the partners concluded that the
wor'stbf the disruptive period was over.

Cutting Cosh- -Even though sales ".are . de
pressed throughout the First half of 197Q and
reached only $112;000, .the partners nevertheless
managed to show a smc:i profit. The primary fac.
for accounting for Vie partners' success in ochiev.
ing profitable opeetions, in spite of depressed
sales, was their frugal business management.
Knowing that sates would,declihe, they prepared
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a strategy to deal with that situation. First, they
reduced the, number of parttime employees by
two. Second, they decided to dismiss the account-
ant who had handled their books during the first
year of operation. Mr. Fields was confident he
could do an adequate job keeping the necessary
records, and he began to do the firm's bookkeep-
ing. He had no significant difficulties taking over
the standard bookkeeping functions, including
the preparation of monthly profitandloss state
ments and quarterly balance sheets. An outside
accountant prepared the year-end `statements and.

tax returns. .
PersonnelThe partners advise that difficulties

with employees haye increased Eastsides labor
costs are abovethe level they think satisfactory.
They have lost several good salesmen to larger
companies that can afford to pay higher wages. In
addition, the partners have been forced to dis-
charge a few employees-because they proved un
trustworthy. Because of these factors the business
has incurred higher costs incident to biring and
training new sales personnel, and to the overlap-
ping of terminating and new employees.

Most of the employees that have worked at
Eastside solicited employment directly from the
partners, but a few were employed by agreement
with the !dui unit of the Urban League. The
owners contacted the League, and that organiza-
tion had referred job applicanti from

part"hard core unemployed. For the most part those
selected from the Leagire's referrals have become
satisfactory employees.

Key employees at the pharmacy include a, drug
clerk and a floor manager. Both have been with
Eastside Pharmacy since it was taken over by
the partners. The floor manager left Thorrias Drug
to work with the partners. In addition to super-
visc,ry and sales responsibilities, he does some of
the pharmacy's purchasing.

Customer Credit During the 18 months of
operation the business' cash flow problems stern-
rned from failure to,collect promptly on prescrip-
tions filled for persons covered by Medicare and
Medicaid. Payments for these items have been
delayed by the agency administering the programs

0
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for as long as 4 months. In the meantime, the
partners have to my their suppliers. Accounts
receivable for these programs often reach several
thousand dollars.

The restricted cash availability has at times
prevented the owners from buying supplies at
.cash discount rates and making large .quantity
discount purchases. -To date suppliers have not
been reluctant to .provide them with credit be
cause of their late payMents. Nevertheless, the
partners are sufficiently concerned about the gen-
eral cash flow to consider. legal action to speed
payment of Medicaid. and Medicare bills. They
feel that the colltction problem with the Govern-
ment agency is a principal, source of discourage-
bent, and because of these billing difficulties have
hired a clerk just to handle the Government ac
count. Extending credit for Governmentsubsidized
purchases is a necessary part of the business, but
the partners decided.to extend credit only to those
customers who use an acceptable credit card
service.

The partners reanze that they have a long way
to go to reach a more satisfactory level of busi:-
ness. Nevertheless, they believe that under the
circumstances they have done well. Th'ir business
has proved itself to be profitable at what they con-
sider to be the lowest possible level of sales. With
that level as a base and with new residents enter-
ing the area,"they feel secure in their future. Their
confidence is such that they intend to open a sec-
ond pharmacy in May 1971. The store will be in a
new shopping centrJr now under construction in
another urban renewal an.a of the city. They are
aware that the present operation Will have to carry
the second store for 6 to 12 months before the
latter becomes profitable.

Messrs. Fields and Marshall are also consider-
ing relocating the present store close to the new
commercial center after the urban renewal projects
are complete. -

Through advanced planning and cost conscious
ness, the owners of Eastside Pharinacy have done
well in weathering adverse business conditions.
They'expect to do even better as local conditions
improve.

74

82



6., Port Carjbbean

In Novembe 1968, New Hairisteaci's firtt au
theatic Caribbean testeurentopened. for business.
rtio-vyner, Robert Evans, named it Port Caribbean.

RObert Evans enclhis family had arrived in New
Harristead 6 years 'earlier from l'umona, an island
in ftle Caribbean Sea inhabited by a black popu

Jetior pfabOt 700,090 'Aisiather vtai a restau
One, AM his uncles were all ,merchants in

-Turnona. Mr, Evans himself had-managed a restau
'rant for 4 years before moving to New Hamstead.
He also worked as a bank teller for 10 years, 7
yearS in Tumoria and 3 in New tlamstead, and had

'3 years' exPerienCe iii New Hamsfeadas a ware-
' house manaer; When he started the restaurant
he WO 35 years of age. married, and the father
Of foiir;

Mr. Evans had Araduated from a business high
school in Tumor a,and had taken high school level

lic.iiky:ses in Americap history. goVernnient. and
;English in the 'United States_ In addition. he had
studied banking, ecnimerical law.'accounting, and
economics at a Nei Harnitead busineis school.
P,,ridr to starting hii ,restaurant he had also at
tended a few wdrklehap sessions on small business,
sponsored by a Now' Ham stead college. His corn
mend of thibiglishlanguage was very good.

Mr. Evans adv)44 that he had wanted to man
age 'his' own buSineSs ever since he Was a boy
Watching his tarni!yrun their various businesses.
.He says his Main ra"otivation for going into buSi
ness was tp.7'Prdve" himself, to be successful so
that he in turpcott ldhelp others to succeed.

He chose the A;stharant business for a nuaber
of reasons. He had experience as a reraurant
-manager., In addition his wife was an excellent
cot* and had studied cooking in Tumona for 6
years. Also, he was convinced that a Caribbean

dcialty restaurant would be a big success In New
Hamstead, which is a large commercial city with
a sizable popteation of people fro,., countries in

. and about the Caribbean Sea.

Mr. Evans believed his prospective Clientele
would include. people from the Caribbean area
living !n New Hamstead. the staff alid trainees
from, the Peace Corps" facility at the New Hamstead
university, wnere volunteers destined forthe Carib

bean countries were trained; the city's many
Caribbtan consulates, and the university students
from Caribbean countries. Several students from
the university assured him that they,andother.
students would be pleased to *have _a Caribbean_
restaurant to patronize. Officials at several con-L
sulatescindicated, that.thay would contract with his.
restaurant' for catering services at their sociaj
events. Mr. E.ans also asked four New Hamstead
restaurant owners for their opinions concerning
the feasibility of 'his intended venture. They en-,
couraged him to go into business because his,
idea was florid.

After waiting '6 years for is financial situ- ,

ation to improve sufficiently_ to_ undertake the ;
venture, Mr.' Evans finally decided that the time
was right in the fell of 1968. He searched for a
proper location and found a small building for
sale not far from his home. Trie build jg_wasin-a
residential naigitiorbo-o-d; but on a block contain-
ing several small retail shops. The area was popu-
lated primarily by low. and micidlemcome minority
individuals,. It was quite far ,removedhowever,
from the centrai city, the university, the con
sulaLs, and sections of the ,city. with the large
concentrations of people from the Caribbean area.
Mr. Evans said that he talked with each of the
businessmen on the block, and all assured him
that the neighborhood would be a good one fOr
his restaurnt. He purchased the, building for
$14,500, paying $2,p00 in cash from his savings,
and financing the remainder with two mortgages
involving a total repayment term of 20 years.
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Financing the Venture

, Proceeolug on the recommendation of others
in the restaurant business, Mr. Evans approached
the Small Business Administration for financing
assistance, The SBA. advised him that hisproposed
venture appeared reasonable, but suggested that
his chosen location might bring problems. It was
far removed from most of i;is intended customers
and in an:area regarded as unsafe. Mr. Evans ad-
vises that at this point he wanted t,, change his
choice and find a site nearer the center of the city.
However, since hi. had already purchased the
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bulldog at the first site, the. SBA would not con-
sider.the alternative location. Mr. Evans saw no
way to sell his building within a reasonable time
and decided to proceed as originally planned.

Following the refusal of two local banks to
assist Mr. Bans, the SBA _extended a direct
loan_ of -$10,000.--fce?terms of the loan called
for monthly paymbnts of $193 for 5 years, in
cluding interest of 534 percent. Security for the
loan included the signature of Mr. Evans and his
wife, plus a lien on the restaurant's equipment.
Mr. Evans also borrowed $1,500 from each of two
New Hamstead finance companies, pledging' his
personal property as security. The latter two loans

. were short term and required monthly payments
of about $104. (laving made the $2,000 cash
down payme on the building, Mr. Evans had not--
further savi gs of his own to invest;

The total initial financing of $13,000 fell .far
short of ihe $25,000 which Mr. Evans had_esti-
mated necessary to- equip, furnish, and stock_

e _res aurant in the fashion he thought appro,
priate. Hdweve.., he knew of no other sources. of
loan funds, and he had decided against a friend's
offer to become a parinP4- since the man couldn'tparr

After, spending about $7,000 on equipment,
$2,000 on remodeling, $2,000 on an initial stock
of materials, and nearly $2,000 more on miscel-
laneous other items, Mr. Evans had only a few
thousa9d dollars left as a beginning cash reserve.
Unable' to purchase furnishings, he leased tables
and chairs at $55 per month. Excluding salaries,
he estimated that his total monthly fixed costs (in-
cluding mortgage and loan payments, furniture
lease and utilities) would run about $625 per
month. Insurance costs were minimal, as he was
payinr only for fire coverage on the building. He
had attempted to get business insurance coverage
from 'two companies, but was refused because of
location.,

Restaurant Operation

In November 1968, Mr. Evans quit his job as a
bank teller, and together with his wife went to
Work full time at Port Caribbean. Since they had
only six tables, they felt they could handle the
business without other help. The restaurant was to
be open 7 days per week, from 8:30 a.m. to
10 p.m. They expected monthly sales of about

;

$6,000 to $7,000, of which $3,000 to $4,000
would represent their salaries and profit.

Mr. Evans adveriised his opening to the univer-
sity students, Peace Corps, and consulates by
mailing advertising flyers, He also tacked the
flyers on the Peace Corps facility's bulletin boards.
After opening, Mr.;Evans received some publicity
in the form of a clomplimentary description and
recommendation in a paperback guide to New
Ha mstead's resta u tants. The guide commented that
although Port Caribbean's decor was unimpressive
(formica tables, piper plates, etc.)! the food was
excellent and represented one oi\ the best buys in
town at about $2 to $2.50 per meal.

Mr. Evans found that his majot; source of cus-
tomers was the Peace Corps. His other customers
were university students, consulate personnel, and
an occasional church group. Only few of the
neighbor-flood residents came. With few excep-
tions, all of the customers came at lunch or supper
time. Sales for the first month tota!ed ,$5,000, not
far below Mr. Evans' projections. After that sales
fell somewhat, averaging about $3,500 to.$4,000
monthly.

While a few of Mr. -Evans' customers/were dis-
pleased that the restaurant did not have a liquor
license, it appears that nearly all were enthusiastic
about the quality of the food. Their major source
of displeasure was the fact that Port Caribbean

,
was far removed and in an area of town which they
regarded as dangeous.

Mr. Evans did his own bookkeeping.' He had
started with an accounting firm, but when sales
did not develop as expected, he could no longer
afford the professional help. However, afte taking
on the task himself he found it difficult to ind the
time required. Inventory management was also
somewhat of a proolem, as many of the specialty
items had to be reordered from Tumona; and since
Port Caribbean had no storeroom, the most that
could be kept in inventory at any one time was 2
weeks' supply.

Three months after startup Port Caribbean suf-
fered an explosion in the kitchen which necessi-
tated tout $700 in expenditures for equipment
repairs add replacement. The insurance company
refused to cover the loss since the building had
been insured as a private residence and not as a
business establishment. Mr. Evans says he doesn't

I
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understand how that happened, as he had simply
continued the insurance which had been on the
building when it was utilized as a delicatessen.
The setback forced Mr. Evans to find another
source of income; and he went to work as assist-
ant manager of a branch bank. Henceforth, Port
Caribbean was open only on evenings and week-
ends.

About a month after the fire, Port Caribbean
suffered another misfortune. Thieves broke in and
stole nearly all removable items. They took-all of
the food, eating and cooking utensils, a television
set, and the Tumbnian decorative items in the
dining area. Mr. Evans says he is certain the theft
was organized by someone who wanted to put him
out of business, possibly a nearby merchant with

1968, and dozens of stores had been looted and
burned. Acting on the SBA's recommendation,
Mr. Evans finally did receive coverage acce.vtance
through the city's insurance placement facility
which had come into being after the 1968 riot;
however, he says that by the time the insurance
coverage became available it was too late and
too expensive.

s' Desperately in need of money following the
break in, Mr. Evans returned to the SBA to re-
quest further assistance. He advises that they told
him they would consider a second loan if he could
present a reasonable plan, which must include a
move to a better location. He suggested one new
site, b'ut says that the SBA judged It unsuitable.
He made no further attempt to relocate.whom he had had a disagreement. In support of.,v../'

his belief Mr. Evans advises that he received sev-
eral phone calls threatening him with violence
if he did not leave the neighborhood. He also
p-"nts out that most of the items stolen had no
possible resale value. The police were unable to
recover any of .the goods or develop any evidence
which would identify the thieves. Again there was
no insurance coverage, and Mr. Evans had to
absorb a $2,000 loss.

,Not long after the break in, Mr. Evans lost an-
otlier $60 during an armed robbery at Port Carib-
bean. Again there was no insurance. The holdup
so frightened his wife that she refused to return
to work. A second holdup attempt failed because
Mr. Evans had resorted to locking his doors,
opening them only' to admit customers.

Mr. Evans advises that when he started into
business he tried to obtain business insurance
coverage from two companies, but was refused
due to Port Caribbean's unfavorable location.
There had been a riot not far from there in early

27. Kirby's Service Station

Joe Kirby was born in 1941 in Oak Harbor, a

largely industrial city with a population of 325,000.
He had lived there all of his life.

Mr. Kirby completed the 11th grade, and for

Mr. Evans used what little, money he could
afford from the meager sales revenues to purchase
the food stock and the cooking items most ne7,es-
sary to get back into operation. Business was very
slow, however, and he began missing payments to
all of his creditors. He says the SBA advised him
it "couldn't carry me and would have to reposseis
the equipment." The mortgage holders gave Port
Caribbean up for lost and foreclosed. In May 1969,
6 months after opening, Port Caribbean closed its
doors.

Eighteen months later, Robert Evans is still
working at the bank and trying to pay off his loans
from the two finance companies. He says some of
his former customers are encouraging him to open
again, and that he plans to do so as soon as his
financial situation will permit. Next time he says
he will find a safe location close to the city's cen-
ter, obtain all the necessary insurance, and start
with a large enough investment to give him an
adequate reserve to survive any startup difficulties.

.0"

auto mechanic. In 1965, at 24, he changed jobs
and began working as an .electrician's helper in
an Oak Harbor manufacturing plant. Two years
later, while still. in are same job, he learned that
a service station near his home wa: available for

10 years thereafter worked as a carwasher and sale.
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Early Disappointment

Mr. Kirby had wanted to be in business since he
was a teenager. Because of his experience working
with cars, he decided that a service station would
present him with his best business opportunity.
Accordingly he sought out a local oil company
representative and told him of his desire to take
over a station he heard was available. The repre-
sentative advised Mr. Kirby that the Oak Harbor
Development Corporation (OHDC)a newly
formed economic development group created to
aid 'the minority businessman ad already se-
lected a candidate to back for-ownership of the
station. Because OHDC appeared 'to be the key to
financing, Mr. Kirby decided that it was futile to
further pursue this particular venture.

Another Opportunity

Not long afterward he got a part-time job as an
attendant at the service station he had wanted
to purchase. While working a the stationwhose
opening was celebrated with much publicity by
OHDC and other community groupsMe. Kirby
became witness to a steadily declining business.
When Mr. Kirby learned that closing was ;..emi-
nent, he asked OHDC to promote his purchase of
the station. He felt the station could be a success,
and that the previous owner had failed. only be-
caOse of his poor management and lack of atten-
tion. Most critical, he believed, was the fact that
the previous owners had not worked full time at the
station.

OHDC contacted Mr. Kirby's principal employer,
wh.o responded with a good reference. Meanwhile,
Mr. Kirby approached the oil company representa-
tive whom he knew through his part-time work at
the station, and the representative agreed to help.
His backing proved sufficient to convince others
that Mr. Kirby was qualified to take over the
station.

Unlike the previous owner, Mr. Kirby intended
to work the number of hours required to assure
that the business would develop successfully.
Nevertheless, he knew that the initia, months
would be difficult financially, and indeed if his
wife hadn't been employed, he would not have
considered entering the business;

Mr. Kirby wanted a station .in the ghetto and
was well satisfied with the location of this one,
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which was threequarters of a mile from the center
of the city on the edge of the low-income area. The
station was at the intersection of aheavily traveled
commergial streetand a less traveled cross street.
The streets were in good repair, and the Immediate
vicinity was clean and attractive. Across from the
station were two large warehouse distribution
centers for downtown department stores. Away
from the main commercial street were numerous
low-income residences badly in need of repair.
There was another gas station just a block away,
but Mr. Kirby thought it would provide little com-
petition because its owner "didn't cater to pump-
ing gas," but rather concentrated on small repair.

Mr. Kirby was optimistic about his corner ioca-
fion and felt that sales were likely to be so goOd
that he would soon' be able to open a second sta-
tion. or possibly a car wash. He expected that his
major difficulty would:be finding and maintaining
qualified employees. In his judgment the only
way to deal with that problem was to be as selec-
tiveas he could in hiring.

With little participation on Mr. Kirby's part,
OHDC, the oil company, and a local bank arranged
for an initial financing of $8,000. Mr. Kirby him-
self had no dealings 'With the bank 'during the
negotiations; OHDC had been his representative.
Of the $8,000, $2,000 was in the form of a loan
fronfthe bank, and the remainder was a credit on
the initial inventory from the 'oil company. The
.financial package Alas arranged in August 1969.
Mr. Xirby was then sent to a 6 Weeks dealer's
Course offered by the oil company.

Open for Business

Mr. Kirby returned in September, and on the
29th of that month Kirby's Service Station opened
for business. Having made only minor purchases
out of the funds from the bank, Mr. Kirby began
his operation with less than $2,000 in cash.

Mr. Kirby spent $90 in radio advertising at the
time of opening, although he was of the opinion
that advertising was of no benefit to a service sta-
tion. He felt, rather, that the principal means of
attracting business were good service and a clean
station. He hired one fulhtime and three part-time
employees.

Mr. Kirby says that the winter of 1969.70 was
an especially bad one, and that the foul weather



had a depressing effect on the new venture's sales.
Sales for one month reached $1,000, which proved
to be a high for the business. Other months were
as low as $300. Not only were sales extremely
inadequate, but costs were higher than he had
expected. To the normal Costs were added the
extra expenses of keeping the station's entrances,
exits, and car bays clear of snow. Rent on the
station began at $50 per month for the first 3
months, and was to increase by $50 per month
during each subsequent quarter up to a maximum
of $200 per month. The utility bills, especially
heating costs, were high during the winter. Salary
expenses started out at $350 per month, exclud-
ing the $100 per week that Mr. Kirby intended
to draw. In addition, of course, there were the pay-
ments on the loan he had received from the bank.
The oil company collected the payment on its
initial credit by adding to the regular gas bill a
small amount per gallon sold.

With sales running far below the anticipated
level and his supply of working capital running
low, Mr. Kirby experienced difficulty maintaining
even a minimal, inventory. Often he did not carry
items requested, and either had to turn the cus-
tomer away or ask him to wait while he went to
-purchase.the item. After the initial ilventory stock
was depleted, the purchase of all further inventory
items was accomplished on this piecemeal basis..
The inventory continued declining throughout the

'winter and early spring.

On the advice of an accountant that he had re-
tained after the first 3 months, Mr.- Kirby at-
tempted to lower his overhead costs by reducing
his part-time employees from three to one. He also
reduced the number of hours that the station
operated.

A Search for Help

As Mr. Kirby says "by the time the weather
broke, so was I." He approached OHDC in the_
spring of 1970 in order to request their aid in se-
curing additional financing. He again left things
entirely in the hands of OHDC and the oil company
representative. He felt he was totally dependent
upon them for additional funds due to his own lack
of financial knowledge and to the unprofitable posi-
tion of his business.

Conversations between OHDC and the oiltcom
.4
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pany concerning Mr. Kirby's need for more work-
ing capital were undertaken, but Mr.: Kirby was
neither informed of what they discussed nor of
their final decision. He only knew that no one came
up with the money he needed.

Mr. Kirby ,believes that OHDC had tried so hard
to rescue his predecessor at the station that they
were discouraged froth investing an equal amount
of time and resources with another persori.

Mr. Kirby began to realize that there was little
possibility of overcoming his financial difficulties.
By June he had put over $1,000 of his own funds
into the business. He had run out of money and
had no prospect of getting more to provide the sta-
tion with an adequate supply of inventory items..
Mr. Kirby hadn't drawn his own salary since' April
and had had difficulty meeting the payroll. He had
never been able to make qny payments on the bank-
loan and was behind on utility bills. Although Mr.
Kirby feels that he shcrild still be out there," he
closed the station doors in June, 9 months after
opening.

Summing ft Up

Mr. Kirby concedes that he should have known
more about managing a business and feels that
had he received the same amount of financial help
and technical assistance that his predecessor
received, he would still be in business. He stilt
thinks that the locatipn and his service were good,
and that toward the end the employees were also
of good quality. Furthermore, if sales had been
higher, there would have been time for him
to develop the 'knowledge and managerial, ability
that the operation required. Mr. Kirby thinks that
when an inexperienced person is provided funds to
start a business, he should be given sufficient ad-
vice and assistance to get him through the difficult
startup period. He suggests that business coun-
selors be made available to those who require
them.

Mr. Kirby is considering entering business again,
either in another service station or in an auto.
accessories retail outlet. He doesn't feel that the
termination of his last venture will hinder him,
although he still owes, money to the bank, the
Internal Revenue Service, and. the oil company.
He is confideht that bnyone who knows the story
will not blame him for closing.
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Aside from the experiehce he gained, Mr. Kirby
feels that there has been one questionable benefit
in that some acquaintances who had become a

28. Quickair Flyers

Delmar Fadden is more interested in being in
aviation than in being in business. He has had a
lor_ time interest in flying and now at the age of
27 and single, he is a full-time pilot for Mideast
Airlines, a scheduled 'regional carrier. He is also
the ownermanager of Quickair Flyers, a charter
service which he founded in February 1969.

Mr. Fadden attended 1 year of college where he
took courses in electrical engineering. In 1962 he
began a 5month pilot training course at a flying
school. Following its completion, he established a
small flying school of his own at a general aviation
field in Porterville, about 1U miles from Concord.
Mr. Fadden saw this venture as an opportunity to
build up his own flying and business experience.

The flying school remained open until 1966 when
Mr. Fadden became a pilot for Mideast.

Mr. Fadden felt that blacks had little oppor-
tunity to break into commercial aviation and there-
fore had not expected the Mideast appointment.
In fact at the time he was hired he was considering
initiating a charter service.

For Mr. Fadden being self-employed is very im-
portant. Although he wanted the position with
Mideast, he also wanted the feeling of independ-
ence and security that would result from knowing
that this particular job was not the only oppor-
tunity available to I,im. In part he was also moti-
vated to start his'own aviation business in order
to provide. black pilots and aviation employees
with a means of entry into the field.

Mr. Fadden's schedule with Mideast left him
free 16 days of each mor th during which he could
attend to a charter service Neveriheless, he-knew
that a full-time pilot would be essential to the
operation of the prospective business. He worked
with Mideast for 3 years before he located a suit-
able pilot and found himself ip a position to con-
sider starting the charter service as a supplement
to his position as an airline pilot.
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little envious and distant while he was operating
the station now want to be his friends again. Mr.
Kirby is skeptical.

Planning the Ventrie

Mr. Fadden decided he would base his new
operation at the Concord airport, because he fore-
saw that its traffic was likely to expand significantly
over the next 10 years, and his charter service
could benefit accordingly. The airport provides
flight facilities for a city of 400,000, the
city of Edison, 200,000, and Porterville, a college
town of 25,000. All three municipalities are within
30 miles of the airport. He discounted a return to
the Porterville because of the greater po-
tential of the ConcOrd airport. Entering into that
decision was the fact that the university at Porter-
ville operated a fleet ,of small planes, for use of
the university community, which would provide
stiff competition to any commercial charter.service
locating at the same field.

His competitors, as he saw them at that time.
would include a large aviation services company
located at the Concord airport, two smaller charter
services, and the university's fleet. The larger
company provided a wide range of aviation serv-
ices and had the major share of the ConcordPor-
terville charter market.

Mr. Fadden fel' the large company would pro-
vide serious competition, but that its high volume
operation was generating increased demand for
charter service in general. He intended to 'keep
prices at a rate below those of the larger company.
He felt the two smaller charter services would not
present any competitive problems because Quick-
air would offer more flying experience and a wider
range of service.

Mr. Fadden intended to look for business among
current users of charter services rather than to try
to de' elop.business among non-users. His custom

he anticipated, would be companies that had
continuing business travel and the manufacturers
that required rapid delivery of goods. He planned
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to reach these prospective customers primarily
through personal contact. This he did, but re
ceived no assurance of business. The response gen-
erally was that, once he was established, they
might consider his services.

Mr. Fadden was apprehensive about customer
acceptance of a new business in'the aviation field,
especially when that business was black owned
and operated. Air travel is a sensitive area in the
public's view, and the newness of the operation
coupled with the presence of a black pilot, he felt,
might discourage business. Nevertheless, he wa-
willing tc rely on the fact that he was well know
in the area. ,.His family was well established in
Concord,, where his father was president of the
First Concord Bank.

Ir order to assist the company in its infancy,
Mr. Fadden decided not to draw any salary from
Quickair. He planned to stay with Mideast which,
by itself, adequately met his 'salary needs. He
expected 'Quidairlto show a profit in about 2
years.

Mr. Fa,dden intended that eventually his busi-
n 3 would expand to provide, in addition to char
ter service, a full range of related services includ-
ing aircraft sales and maintenance, flight instruc-
tion and scheduled air carrier service. He foresaw
expansion ined'other tOW:ns and States.

Mr. Fadden anticipated no difficulty in obtain-
ing the necessary capital, which he e.)timated at
$36,000. He was familiar with availablefinancing
programs due to his father's involvement in the
financial community. The full $36,000 was in fact
obtained. A loan of $29,000 was p Jvided by the
First Concord Bank, with repayment scheduled for
a 10-year period..The loan was secured by a 90
-'ercent F.'.3A guarantee and a. chattel mortgage
on the equipment purchased. Equity capital total-
ing $7,000 was provided by Mr. Fadden and two
relatives, with Mr. Fadden holding 90 percent of
the stock.

Mr. Fadden purchased a small used plane for
$27,000. No office location expenses were in-
curred as the business was to be run from
Mr. Fadden's home. Other startup costs were
minimal, and Quickair had nearly $9,000 in cash
remaining at the time of opening. He anticipated
flied expenses for the first year's operation at
approximately 0,000, to cover airfield costs,

financing costs, insurance, and a $3,000 salary
for the full-time pilot. In addition, the full-time
pilot was to receive a commission based upon the
volume of business. No profits were expected on
the projected first-Year sales of $20,000.

A False Start and a New Beginning

In February 1969, QuiOair opened for business.
One month later the fufftime pilot quit:At this
point, Quickair had failed to leave the eound.

The business sat idle for next 3 months,
until Mr. Fadden obtained a 9month leave of ab
sence from Mideast and re-initiated\operations by
himself, renting an office at, the Corord airport
for $55 per month. A second full-tirne pilot was
hired shortly thereafter. However, neither the
level of business nor the new pilot's pro'fj\ciency
justified his retention. Therefore, he was eventrily
dismissed. In part, because of the 3-month lap\se
in operations, firstlyear sales reached only
$14,800, and a net loss of $7,000 was incurred.

In May 1970 a third pilot was hired on_a :full--
time basis, and Mr. Fadden returned to Mideast.
He continued to work 16 days per month' with the
flying service. In fuly 1970 the company added
flight instruction to its existing charter service,
leased a'second light plane, and hired a part-time

. flight instructor.
For the, 8-month period from January through

August 1970, sales amounted to $22,500. Profits
for the same period totaled $4,200.
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Business Operations

The company's fixed costs have remained low.
Utilities and rent for the airport office still total
$55 per month. As the full-time pilot assumed
more of tf-e responsibilities for operating the busi-
ness; his salary was increased to $7,200 per year
plus commissions. The part-time flight instructor
is paid on an hourly basis. Insurance costs for
liability and complete hull coverage on the aircraft
are $2,000 per year.

Recordkeeping has been a continual headache
for Mr. Fadden. He indicates that he is not sure
that he M keeping all' the records that he needs
or would be of benefit in running the busi-
ness. 'Once every 6 months he has to call in an
accountant "to straighten the mess out." Mr. Fad-
den hopes to find a solution to his record problems
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soon, and suggests that anyone who intends to
enter buiiness for himself should first find a good
accountant or bookkeeper.

Smce inception, the bulk of Quickair's business
has come from cargo and passenger charter serv-
ice. The company's principal customers have been
local companies with requirements for personnel
travel or the need forurgent delivery of equipment
or material. Mr. Fadden has, not been able to de-
velop any of the regular &livery contracts that he
had hoped would constitute a base for the busi-
ness. He has sought hot government and private
contracts, but has bet' unsuccessful. The busi-
ness that he .has generated has been on an "as
needed" basis, which he feels does not provide the
company with the stable base it needs. Mr. Fadden
admits that his sales technique may not be
adapted to the rea:ities of the market, but he does
not care toparticipate in the "wining and dining"
approach to sales which might lead to increased
business.

Quickair would like to obtain some contracts for
U.S. mail delivery, although Mr. Fadden realizes
his company's rates for that type of service would
necessarily be higher than those charged by
regional carriers and larger companies. He says he
has attempted to obtain such contracts through
'the U.S. Government s set-aside program for
small businesses, but thus far has been unsuc-
ceSsf u I.

Mr. Fadden feels that the quality of service he
provides is at least equal to, and perhaps better
than, that of his largest competitor. Further, his
rates are generally 10 percent lower. He feels that
the highly individualized customer attention of
Quickair ;onstitutes a valuable competitive
strength. He assesses the current weaknesses of
his firm as compared to the large company to be:
(1) Quickair is relatively unknown, (2) it does not
have enough planes to assure availability of serv-\
i9. Wornan't World

Cliff Gibson was born in Pittfield in 1939. The
son of a general laborer, he finished high school
and then went on to spend 11/2 years studying
mathematics 'at a local black ur,iversityf In 1958
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ice at all times, (3) it doesn't offer a full range
of aviation services, and (4) it is black owned; a
circumstance which eliminates certain potential
customers.

Mr. Fadden feels that the two smaller charter
services do not constitute a significant competitive
problem inasmuch as his service is of higher
quality and wider range. He does feel that the
university's charter fleet hurts his business, as-the
more liberal university community could be a
source of sales for a blackowned charter service
were the university's fleet not so. readily available.

Mr. Fadden is satisfied with the increase in busi-
ness, but is disappointed by his failure to develop
any supporting base through term contracts. He
expects sales to continue to increase and is opti-
mistic that eventually he will be able to obtain
some such contracts. Included in his plans for the
next 2 to 3 years are the addition of a maintenance
facility, a sales orgaiiiiation and scheduled air taxi
service. He is currently negotiating a loan for the
purchase of a used aircraft, wh:ch will bring the
tote; number in the fleet to threetwo owned and
one leased.

Mr. Fadden advises that the most discouraging
and difficult problem he has had to face has been
the reluctance of the public to accept a black
business in the aviation field. He thinks that the
solution, other than that provided by the passage
of time must come from his own effort to develop
an increased awareness of the quality of h;s serv
ice. He further comments that until both black and
white sectors of the community cease to assume
thata black business necessarily offers an inferior
product or service, that this will continue to be a
problem with which all black businesses must deal.
In the meantime, Mr. Fadden is proving the quality
of his product and develophig a successful bpsi-
ne§s in the activity that gives him most pleasure.

he began work as a laboratory technician and later
became a re ,ch technician a predominantly
white univers.,/ in Pittfield. Two years later, in
order to supplement his income, he began selling



clothes in a men's store on a part-time basis. As a
part of his-job at the clothing store, Mr. Gibson
sold men's clothes from his car. He held both the
job at the university and the one at the men's
store until late 1967, when he quit the latter to
start a business for himself.

Mr. Gibson had decided that since he had some
success selling clothes from a car. he would have
a door-to-door sales business. He believed that
with his limited university education, self-employ-
ment was the way of life that could provide him
with the satisfaction and the income level that he
desired. He had discounted the possibility of re
turning to school and, furthermore, had decided
that the job as a research technician would pro-
vide him with little opportunity for advancement.
He had begun to consider establishing a door-to.
door Se3S business in mid-1967, and by December
he made his decision and the necessary arrange-
ments.

Starting Small

With $1,200 of his own savings, a $500 per-
sonal loan from a local black-owned bank, the Na-
tional Bank of Pittfield, and $300 borrowed on
his life insurance policy, Mr. Gibson bought a used
bus and equipped it to serve as a mobile base for
his sales operation. The cost for this totaled $700.
He purchased *$1,200 worth of men's clothg,
and with less than $100 remaining began selling
in December 1967.

Mr. Gibson was married and his wife hag
steady employment. He could count on her in-
come to take care of a portion of the household'
expenses. In addition, he interded to sell -clothes
only on weekends and in the evening until sales
and earnings justified his resigning his job at the
university. He believed that the bus operation
would show a profit from the start, but felt that it
would not be sufficient to meet his personal finan:
cial requirements. -

To Mr. GibsOn, the bus-based operation was a
unique idea; he felt that it would "catch on" and
he envisaged that some day a fleet of buses would
be operating in Pittfield and in other cities of the
Sicate. Initially, however, he was satisfied with the
one bus and intended to work about 30 hours per
week.

His geographic market consisted of black resi
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dential areas, the black university, and a local
business school. The method of operation varied.
In the residential areas he would drive the bus
througl3 slowly, sounding a horn. In addition, a
few customers would telephone and ask him to
come to their homes. At the schools Mr. Gibson
established a regular time and place for his clients
to shop and purchase.

Mr. Gibson used the bus from December 1967
until the vehicle's license expired in April 1968.

'He then began to sell men's suits and shirts from
his car, because he lacked money to put the bus on
41-- road

i

again., Meanwhile, he continued his day-
.e work at the university.

In early 1968 Mr. Gibson learned about the
Small Business Acirmiistration's loan program,
and saw this as an opportunity to reinitiate opera-
tions from the bus and to ihcrease his limited
inventory. He. se.lt a letter to the SBA, and upon
receiving an application form, approached a local
organization created to promote minority entre-
preneurship. The organization assisted Mr. Gib-
son in applying for an SBAgnre.nteed loan from
the National Bank of Pittfie'd. In addition,,,the
organization sponsored a 12-week course in busi-
ness management which Mr. Gibson attended.

In September 1968, Mr.,Gibson received a 7-
year, $7,500 loan from the National Bank of Pitt-
field. Security on the loan included Mr. Gibson and
his wife's personal liability and a lien on certain
assets. With the S7,500 he increased his inventory
of men's clothing and added ladies' apparel. He
also put the bus back on the road and bought
some radio advertising.

Once back in operation, Mr. Gibson was able to
boost total sales for the 12 months of 1968 to
$20,600, and produce a net profit of $3,400. He
withdrew no salary or profits during the yea'.

During 1969 Mr. Gibson continued to operate
his bus. In April he quit the job at the university
to oevote full time to his mobile store. At that
time, he began paying himself a salary of $40 per
week. Total sales for 1969 amounted to $22,500
and the net profit was $600.

E'y the tall of 1969, Mr. Gibson had become
skeptical of the possibility of developing the bus-
based operation into the size of bUsiness that
would satisfy him. The bus itself required constant
attention, and he felt that he was putting too much
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time into repairing the bus rather than in selling
.clothes. Furthermore, operating from the bus, he
was not able to get suppliers to ship their goods
on credit. This drastically limited the amount of
inventory he could carry. Finally, the inventory
was not insurable while-on the bus. Because of
these difficulties and because sales had not met
his expectations, Mr. Gibson decided to look for a
store.

Expansion

Novertiber 1969, Mr. Gibson learned of the
financial dif,..alties of a women's clothing store
called the Spiffy Shop, located in downtown Pitt-
field. The owners were about to enter bankruptcy
proceedings. Although he had considered locating
in a suburban shopping center, Mr. Gibson settled
upon a downtown location because of the lower
rent and the availability of the shop.

The Spiffy Shop was going out.of business, Mr.
Gibson decided, because of poor management,
largely the result of the owners leaving the man-
agement of the store to others and not attending
to it themselves. The store had been in operation
for less than a year and had a good downtown
location. There was no need for remodeling as that
had been done just prior to the Spiffy Shop's
opening.

Through an arrangement with the Spiffy Shop's
owners in November 1969, Mr. Gibson became
temporary manager with the intention of buying.
He managed it until the owners entered bank-
ruptcy, and the shop closed on February 1, 1970.
Mr. Gibson continued negotiations for nurchase
of the shop's equipment and inventory. ,

The bankruptcy sale price for inventory and
equipment was set at $7,500. Realizing that an-
other SBA-backed loan would probably require
at least 3 months for approval, Mr. Gibson decided
it was necessary' to seek other means of financing
the purchase. He returned to the same bank that
had provided his original loan, and by refinancing
his home, was able to obtain $5,000. In addition,
the bank loaned $1,500 en a personal note that
was to be repaid over 18 months. The remaining
$1,000 was provided from his personal savings.

A Second Opening

In mid-March the purchase was concluded, and
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on March 20, 1970, Cliff Gibson opene,:, his new
store, Woman's World.

Mr. Gibson anticipated selling to a young mar-
ket, principally black, of high school and college
age. He also felt that he could count on a sub-
stantial portion of the trade he had developed on
the bus to begin sh6pping Et his downtown loca-
tion. Although there were several- women's cloth-
ing stores in the downtown area, he was concerned
with the competition of only one, a woman's bou-
tique located four blocks away. The boutique also
sold stylish fashions for the young buyer. Mr.
Gibson felt that he could maintain competitive
prices, and that his knowledge of the clothing
tastes of his customers would assure him a place
in that market. He planned to expand Woman's
World and, as soon as it *as profitable, to open
other women's clothing stores.

Mr. Gibson projected $100,0i0 in eaies for the
first year of operation, five times the annual sales
he had experienced with the 1-is. On this amount
he expected $20,000 pre-tax profits.-The second
year's sales and profits were projected at 50 per-
cent above the first. Mr. Gibson was to be salaried
at $125 per week. He would still be making 60
percent less than he had, received while working
full time at the university, but he was optimistic
that the future would bring him increased oppor-
tunities and financial rewards.

Business Operation

Upon opening Woman's Work Mr. Gibson was
confronted with a major invento.y problem. When
he had purchased the business he was required
to buy all of Spiffy Shop's assets, including its
inventory, which consisted primarily of those slow-
moving items that had been passed over time after
time by the shop's customers. Furthermore, Mr.
Gibson did not feel that the clothes. were of the
kind, style, and quality that he wished to stock
and that would aprsal to his fashion-conscious
market.

Mr. Gibson was also faced with the requ;rement
to develop his credit standing with suppliers of the
type of women's clothing that he intended to stock.
In order to do this, he sent his financial statements
to business services which provide credit informa-
tionjo manufacturers and wholesalers in the cloth- ,
ing industry. Realizing that good credit depends
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upon prompt payment, Mr. Gibson di i net allow
himself to get behind in payments to those com-
panies from whom he was able to obtain credit
terms.

In August Mr. Gibson sought and received a 90
day roan from the National Bank of Pittfield in
the amount of $4,500. He needed this financing
in order to buy, stock for the fall and winter sea-
son, after the summer's seasonal drop in sales
had left him short of cash.

Once he had expanded his inventory, Mr. Gib-
son sent amended financial statements to the
credit rating services. The improved asset position
of the company, coupled with a growing record of
prompt payment of his obligations, soon enabled
Mr. Gibson to take advantage of standard credit
terms on purchases from about 90 percent of his
suppliers. Prior to that time, less than half of his
suppliers had granted him credit. Obtaining new
supplier credit to allow building a large inventory
had been his most significant problem. He now
feels that the problem is close to complete reso-
lution.

When he began to operate the store, Mr. Gib-
son's sister-in-law helped him out by selling on a
part-time basis. Shortly thereafter he employed a
full-time salesgirl, also black. In the late summer
of 1970, with students about to return to the local
universities, he decided to hire a part-time sales-
girl to take care of the increased volume. Since his
school-year clientele was about 30 percent white,
he hired a white university student to work a 20-
hour week. The full-time salesgirl works 40 hours
and in addition to her sales work, helps Mr. Gib-
son with his bookkeeping. She also is in charge
of the shop on those few occasions when he leaves
the store. Mr. Gibson himself finds that the busi-
ness,generally requires 60 hours per week.

Because of difficulty in collecting from custom-
ers who had purchased on credit while he operated

30. The Savoy Restaurant

Ruth Floqd was born and raised in Riverside, a
Southern city of 275,000. Leaving school in the
eighth grade, she began work as an assembly line

\inspector for a local manufacturing plant. She

J

out of the bus, Mr. Gibson discontinued all per-
sonal credit wher, :le opened Woman's World. How-
ever, realizing that credit of some 'form is essential
to a retail business such as his, he now accepts
the cards of two national credit card se*es. He
says that he is certain that he is losing so* saies
because of his refusal to grapt personal credit;
however, he believes that the kollection problems
are toe many and the risk ol Iciss too high to justify
returning to his previous policies.

Between March, when he opened, and th ,nd
of October 1970, sales amounted to $3.. '00,
somewhat lower than Mr. Gibson had projected.
He ascribes this to his difficulties in replacing the

' prior merchandise with those styles frequently re-
quested,and purchased. With the school year be-
ginning, he feels confident that sales will meet the
leve indicated. in his projection. !Need, the
recent sales trend definitely has been up, as sales
in Aug ist, September, and October were $2,900,
$4,501', and $6,300, respect Jely.

Mr. Gibson identifies his market as the middle
income, 16 to 35 age group. Thirty percent of the
customers during the 9month school year are
white, Nit during the summer recess virtually all
of the trade comes from the-black community. He
is discouraged by the fact that the customers
developed by the bus operation have not followed
him to his new location, but he intends to com
pensate for this by making increased inroad; into
the white market.

Mr. Gibson intends to open another store in the
near future. He has found the experience to be en-
joyable and even though he is still making less
than he was at the university he feels that the
business has brought his family closer together.'
His increased knowiedge of the operation, and his
successful resolution of the problems he faced in
changing from the bus to the store, indicate a
bright future for Cliff Gibson and Woman's World.

B5

subsequently took a position as a saleswoman and
later as a sales manager for a door-to-door house-
ware distributor. From 1958 to 1962 Mrs. Flood
was ownsx of a night club called the "Savoy." She
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sold the club because it kept her from her family,
and went to work for a door-to-door jewelry sales
company. After 8 years selling jewelry, she decided
that she preferred having her own business. She
had grown tired of traveling and thoughl that a
business would provide her with a higher income
for meeting the needs of her family of seven, for
which she was the sole meant of support. In addl.
tion, she felt that the business would provide a
common bond and interest for her family.

Opportun'ty Knocks

Mrs. Flood decided to open a dress shop, largely
because of her personal interest in -:lothes and
dressing fashionably. She asked the advice of
several people, none in the clothing business. Ali
were encouraging and expressed their confidence
in her ability to establish a successful shop. V.:th
the help of friends she began looking for a suitable
location. While looking, however, she was told of
a small cafe whose owner was interested in leasing
the operation to someone else. She immediately
abandoned the idea of a dress shop. With little
advice, but, substantial encouragement from
friends, she decided to enter the restaurabl. busi-
ness.

The buiding in which the restaurant was housed
was in a low-income, low-density residential section
on the outskirts of the city. The restaurant wes at
the rear of a one-story brick building, set hack
from the intersection of a residential street.and, a
principal road leading out of town. The front of the

o building housed .,small market and a self-service
laundry. Parking was limited to a few spaces, but
ample street parking was available not far from the
building. The restaurant being at the opposite end
of the building, was barely visible from the street.
The only commercial establishment within several
blocks were the two in the same building, plus two
gas stations at the nearby intersection.

Mrs. Flood was satisfied with the building, its
location, and the fact that there was no compe-
tition in the area. She was not bothered by the Lek
of pedestrian traffic along the street because she
intended to cater principally to local residents and
acquaintances. Because her club had been in the
same area, she felt that she was well known.
Furthermore, she believed that with some of her
children attending college only a half mile from
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the restaurant, she would be able to attract some
of the college trade: Her principal concern was
based upon her fear of burglaries and.diaroptions
causes by unruly local residents. She believed,.
however, that she Might prevent the,SC pre'-lems
from arising through fair treatme.it of her cheataie
pnd neighbors. Full of 'enthusiasm, she was not
discouraged by the fact that the owner was
abandoning the business because of his failure to
make it profitable.

Mrs. Flood anticipated sales during the first
year of $24,000 and planned to retain approxi-
mateli $8.000 to $10,000 of this for the support
of herself and her family. For the first 2 months,
however, she planned to live off her savings.
Eventually, Mrs. Flood hoped to open other restau-
rants in the city and, later, in other towns of the
State:

In September 1969 Mrs. Flood secured a per-
sonal bank .loan of $2,000. The loan, was to. be
repaid over 12 months: and called forz"the-Oledge
of her car as collateral. In addition, she invested
$1,000 of her. own savings She concluded-ar-
rangements with the building's owner, who agreed
to lease her the restaurant, the furniture, and all
equipment at a total rent of $175 per month. She
was not required to purchase anything except her
initial stock of food and condiments, which were
to cost under $1,000. Other _costs of startup were
minimal, and when the Savoy-Restaurant opened
in October 1969, Mrs. Flood had a tegi ming cash
reserve of $1,500.

Business Operation

Mrs. Flooa had no experience in food service
but niGnaged to hi,.e two cook-waitresses who had
worked in restaurants. An additional waitress was
hired on a part-time basis 2 weeks later. In addi-
tion to herself and her employees, friends and rela-
tives also helped occasionally. Referring to her.
employees, Mrs Flood says, "they knew the
restaurant business and I didn't." "Thby had -the
experience." The employees earned from .$1.40
to $1.85 per hour. The two cook-waitresses worked
from' to 45 hours per week. Weekly wages
totaled from $130 to $160. Mrs: Flood herself put
Ai from 65 to 75 hours, but drew no money from
the business. Utilities cost about $190 per month.

The Savoy Restaurant served low-priced meals
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from early murning until after the dinner hour.
According tb Mrs. Flqcd the quality of the meali
was high. A complete meal on the dinner menu
cost from $1.25 to $1.40. The Savoy Restaurant
extended nq personal credit to its customers.

Sales did not develop as Mrs. Flood had antici-
pated. She began distributing flyers announcing
even lower priced specials in order to draw more
customers. She also tried a, limited amount of
radio advertising. By February all the money from
the original :412,000 loan was gone, and she had to
bOrrow $2,000 from a brother in order to keep-
Vie restaurant in "operati6n.

Sales ccntinued at a low leiel, and Mrs. Flood.
cut expenses by reducing the number of hours
of the employees. As a result Mrs. Flood herself
Was required to worle 'onger hours. Radio advertis-
ing, which, she had concluded was of littlf. benefit,

' was cUrtailed. Although she could have received
credit from some -of her 'suppliers, Mrs. Flood
decided that she would pay cash for all of Her
food and supplies. Furthermore her inexperience
led her to purchase items that didn't sell, and sna
incurred lc ses as a result.

Betinning in July she operated only with the
help-of friends and family, as the paid personnel
agreed to find other employmerlt.

In August 1970 she notified the owner that sne
was closing as soon as she finished the year's

ti

a,

lease. In October she ended her brief attempt in
the food service business and turned the estab-
lishment back to its owner. During the year's
operation the Savoy Restaurant had registered
$13,000 in sales, much below the $24,000 Mrs.
fl000 had predicted. At no time had she drawn
any salary or profits.

Mrs. Flood recognizes that har lack of experi-
ence caused her to make mistakes in the operation
cf, the business. HoN ever, she ascribes the main
reason for the restaurant's failure to its poor loca-
tion. She says, "there just weren't enough people
coming in." She believes that if the location had
beembetterperhaps on the street rather than at
the opposite end of the buildingshe would have
attracted sufficient business to keep the restaurant
alive long enough to gain the experience and
knowledge necessary to develop a profitable ven
ture. She says she should have known more about
the restaurant business before starting, and that
she should have examined the books of the previ-
ous owner before making the decision to invest her
time and money. However,,because her personal
investment and the amount borrowed were mini-
mal, s6 was able to leave this business adventure
with little disruption to her personal life. She
expects to have the debts repaid shortly. She
hopes tc. enter business again in the' near future.
That business will not be a restaurant. . .

*U CdVeRNMCNY fltiNYINO orriect 11171 C0..444-011

-87

95


